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I Planning for 
Replacement-Cost Disclosures 
The Securities and Exchange Commiss ion (SEC) issued Accounting 
Series Release (ASR) No. 190 in March 1976, which adds Rule 3-17 
(the Rule) to Regulation S-X. The Rule requires over one thousand 
large companies to disclose replacement-cost information about in-
ventories, cost of sales, productive facilities and depreciation for fiscal 
years ending on or after December 25, 1976. 
Replacement-cost accounting has been practiced by only a few com-
panies in the world, and thus there is little experience and no conven-
tional methods or standards readily available for use in preparing the 
replacement-cost data. The S E C explicitly recognized this condition, 
and encouraged companies to experiment with alternative methods 
for preparation of the required data. 
Rule 3-17 is expressed in general terms, apparently in order to allow 
companies the flexibility necessary to develop compliance approaches 
that are useful in their individual circumstances. Nevertheless, the fact 
that most companies have had no experience with replacement-cost 
disclosures makes compliance with A S R No. 190 a difficult task. 
In order to anticipate and alleviate difficulties of compliance, an overall 
plan of action should be developed before initiating any substantial 
effort to compile replacement-cost data. Al though the problems and 
procedures for each company will vary depending on the character-
istics of its industry and its own operations, the following broad outline 
for a plan of action would apply generally: 
• Establish a Replacement-Cost Committee to plan, supervise, and 
review compliance with the disclosure requirements. 
• Identify assets covered by the requirements. 
• Consider or formulate replacement plans for the assets covered. 
• Determine estimation methods to be used for different classes of 
assets. 
• Compi le the replacement-cost estimates. 
• Prepare the disclosures. 
REPLACEMENT-COST COMMITTEE 
A management committee should be formed to plan, supervise, and 
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review implementation of the replacement-cost disclosure program. 
Since companies are organized in a variety of ways, the composition 
of such committees will also vary, but it should be broadly based; mem-
bers may include representatives from operating management, financial 
and tax administration, accounting, data processing, operations re-
search, plant engineering and construction, purchasing, and insurance. 
Of course, each company should make the most efficient use of avail-
able talent in its own situation. 
The committee should be responsible for implementation of the func-
tions outlined above. Accordingly, members should be or become 
familiar with the company's operations and plans, relevant data sources 
and estimation methods, and the S E C requirements. Data sources, 
estimation methods, and disclosure requirements are discussed in the 
remainder of this pamphlet. 
The committee should also serve as liaison between the company and 
its independent auditors. Because of the generality and flexibility in 
Rule 3-17, the independent auditors should be consulted early in the 
program, and their concurrence should be obtained on basic assump-
tions, data sources, estimation methods, and interpretations of the Rule 
and subsequent SABs . Although the replacement-cost disclosure will 
be "unaudited," the independent auditors will be "associated with" 
the information; therefore consultation is desirable to assure that the 
compliance program is being structured on a basis acceptable to the 
auditors. 
ASSETS COVERED 
The assets covered by the disclosure requirements should be identi-
fied at an early stage in planning the compliance program. The require-
ments cover inventories and productive facilities generally, with only 
a few specific exclusions. Productive capacity is described by the staff 
of the S E C as a measure of a company's ability to produce and dis-
tribute its products. In S A B No. 7 and No. 9 the staff expressed the 
broad view that productive capacity includes "virtually all assets classi-
fied as property, plant and equipment except land." 
A control schedule should be prepared to reconcile the assets shown in 
the balance sheet with those covered by the disclosure requirements. 
Such a schedule will be useful for reference both in planning and com-
piling the replacement-cost estimates and in preparing the disclosure. 
For planning and compilation purposes, a preliminary schedule should 
be prepared as of an earlier date and updated later to the year-end 
date. A n illustrative schedule follows. 
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Control Schedule 
For Assets Covered by ASR 190 
Totals as shown in 
balance sheet 
A d d : 
Non-capitalized 
financing leases 
at present-value 
R & D facilities not 
capitalized 
Total 
Deduct: 
Construction in 
process 
Mineral resources 
Assets outside North 
Amer ica and 
countries of the 
European 
Economic 
Communi ty 
Land 
Other—including 
assets not to be 
replaced 
Total 
Assets for which re-
placement-cost 
disclosures are 
required 
Property, Plant 
and Equipment  
Accumulated 
Cost Depreciation Inventories 
(in thousands) 
$900,000 $275,000 $45,000 
25,000 
10,000 5,000  
$935,000 $280,000 $45,000 
75,000 
35,000 5,000 
120,000 
40,000 
35,000 4,000 
80,000 
350,000 
30,000 
70,000 
1,000 
5,000 
$585,000 $210,000 $40,000 
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REPLACEMENT PLANS 
Preparation of the suggested control schedule requires consideration 
of replacement plans to identify and exclude assets that are not 
expected to be replaced. As to those that are expected to be replaced, 
it is necessary to utilize existing plans as to the type of assets to be used 
for replacement of present capacity, or to formulate such plans solely 
for the purpose of complying with A S R 190. In the latter case, the plans 
need not be as thorough as would be necessary for management deci-
sions if actual replacement were imminent, but they should indicate 
management's best judgment as to the general type of assets that would 
be used if replacement were to be made currently. 
Changes in productive technology must be considered in such plans 
to determine both the type and the extent of assets required to replace 
existing productive capacity, and this in turn requires the determina-
tion of an appropriate unit of measurement of capacity. Such measure-
ment ordinarily will be related to quantities of physical output but other 
units may be appropriate in some circumstances. 
ESTIMATION METHODS 
Several methods of estimation of replacement costs are available, and 
it is likely that different methods will be best for different classes of 
assets. The applicability and efficiency of the respective methods 
depends largely on the characteristics of the assets to which they might 
be applied. Consequently, the assets for which replacement-cost esti-
mates are required should be studied carefully to determine the esti-
mation method that is the most appropriate for each class of assets. 
The objective of such study, of course, is to match the methods with 
the assets to achieve reasonable estimates at min imum costs. Estima-
tion methods are discussed in this section, and asset characteristics 
to be considered in determining the methods to be used are discussed 
in the next section. 
A l l of the available estimation methods can be analyzed ultimately as 
a form of pricing of physical units. However, they can be classified 
more usefully for operational purposes as follows: 
Direct unit pricing—applied to: 
Functional units (output capacity of productive facilities). 
Physical units (specific productive assets or inventory products). 
Indirect unit pricing —appl ied to historical costs by use of cost 
indices. 
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Further distinctions can be made as to the personnel who apply the 
methods, the source of data used, and the extent of applications. The 
methods may be applied by company personnel or by independent 
appraisers or consultants. The data used may be from internal sources, 
or external sources such as suppliers' quotations, published market 
prices, and industry or government indices. The methods may be 
applied on either an aggregate or a sampling basis. 
For any applications that involve either direct pricing or internal cost 
indices for a significant number of units, the use of statistical sampling 
ordinarily will reduce substantially the cost of developing reasonable 
estimates. Further discussion of this basis of application is included 
in a later section. 
Direct Pricing—Functional Units 
In some industries, replacement costs may be estimated by reference 
to acquisition costs or quotations for equivalent units of output capac-
ity. In manufacturing, these industries often are characterized by 
process-oriented production where the work flows continuously through 
an integrated production facility. Examples include steel mills, brew-
eries, chemical processing, petroleum refineries, and pulp and paper 
industries. Non-manufacturing examples include companies in the 
electric utility, transportation, communications, hospital care, and 
hotel industries. 
Estimates for functional units in such industries may be based on 
industry statistics, recent acquisitions or construction by the company, 
or possibly a combination of the latter updated by cost indices for the 
intervening period. 
Direct Pricing—Physical Units 
Direct pricing of physical units of productive capacity and inventories 
may be based on current transaction prices (such as commodity trade 
quotations), suppliers' catalogue or list prices, or quotations from 
suppliers capable of delivering the quoted items. Some companies 
already maintain such information for current management decisions 
on matters such as capital addition and maintenance programs, product 
pricing, inventory control, and insurance coverage. Where such infor-
mation is maintained or is readily obtainable for application directly 
to the units involved, the direct pricing method may be particularly 
appropriate because of its obvious relevance and susceptibility to 
sampling. 
6 
Another form of direct unit pricing is engineering estimates or standard 
costs for self-constructed facilities or manufactured inventory items. 
For such units, direct pricing ordinarily is applied to physical or cost 
components rather than to the complete units. This form of direct 
pricing is often used in independent appraisals also. 
Indirect Pricing— Cost Indices 
A cost index is a ratio of costs at one or more dates or periods to costs 
at some earlier date or period which is used as the base. In computing 
replacement-cost estimates, cost indices would be applied by multi-
plying (1) historical costs for the respective acquisition dates or periods 
by (2) the respective ratios of (a) the index for the assumed replacement 
date or period to (b) the index for the applicable acquisition date or 
period. 
Cost indices may be obtained from external sources or developed 
internally. External sources include business periodicals, publications 
of industry associations and government agencies, and computer 
data banks made available through various service organizations. Some 
companies may be using indices presently for purposes such as ac-
counting for L IFO inventories, updating standard costs, considering 
sales pricing policies, compil ing data for regulatory rate proceedings, 
or reviewing insurance coverage. 
External cost indices have several attributes that make them attractive 
for estimating replacement costs: they are relatively inexpensive to 
obtain and to apply, are available for a relatively wide range of broad 
to narrow asset classifications, and may be accepted and understood 
more readily because they are from an independent source. However, 
the relevance of an index to a particular asset classification should be 
considered carefully in determining whether its use will provide rea-
sonable estimates. 
A cost index necessarily includes some range of products within the 
classification from which it is developed, and it will be affected by the 
mix or weighting of such products. Consequently, the relevance of an 
index depends largely on the degree to which the product mix used in 
compil ing the index conforms with the mix in the asset classification 
for which the index is being considered. Differences in quality, style or 
design, productivity, and safety and environmental features should 
be treated as aspects of the product mix in considering the relevance 
of an index. 
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Sources of prominent external indices and of information concerning 
their content and compilation are included in Append ix A . If an internal 
index is to be developed, a properly designed statistical sample will 
provide adequate assurance of the relevance of the index. 
ASSET CLASSIFICATIONS 
The existing accounting classifications of assets provide the basis for 
initial consideration of the applicability and efficiency of the various 
estimation methods. Such consideration may indicate that it is desir-
able to develop further classifications to facilitate the use of more 
efficient methods. The principal question to be considered for this 
purpose is whether reasonable replacement-cost estimates can be 
developed on some overall or composite basis, or must be based on costs 
of individual units of productive facilities and inventory products. For 
many companies a composite basis is likely to be more suitable for 
some classifications, and an individual basis for others. 
If the nature of the units and the existing or readily obtainable asset 
classifications are such that reasonable estimates can be made on a 
composite basis, such estimates are likely to be the least costly. There-
fore, the general objective is to identify or develop asset classifications 
that will permit reasonable estimates of as many dollars of replacement 
costs as is feasible on a composite basis. If estimates are to be based 
on costs of individual units, statistical sampling ordinarily will provide 
reasonable estimates at the min imum cost. 
Inventories and Cost of Sales 
For inventories, classifications that may be susceptible to composite 
estimates include those based on product lines, cost components (raw 
materials or major commodities, labor, and overhead), or some com-
bination of these elements. Classifications based on volume, unit costs, 
turnover rates, seasonality, price volatility, or other special character-
istics may be useful in some cases, but such matters are likely to be 
comprehended adequately in most cases in the more basic classifica-
tions mentioned above or in the cost indices or statistical samples 
to be used. 
Satisfactory estimates of the replacement cost of sales ordinarily cannot 
be derived solely from the replacement cost of inventories at the end 
of the year, for one or both of the following reasons. First, the mix of 
products included in sales and in inventory may differ. Second, the level 
of replacement cost and the ratio of such cost to historical cost may 
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change during the year. Consequently, the cost indices or statistical 
samples used to estimate replacement cost of sales should be applied 
throughout the year. 
Productive Facilities and Depreciation 
For productive facilities, the broadest classification susceptible to 
composite estimation may be one based on functional units of output 
capacity. For some companies such estimates might be derived from 
their recent installations of facilities, updated to the current date by 
external indices. 
If estimates are to be made for physical units, such classifications may 
be based on the type of construction or usage of buildings and on the 
kind of processing, production, or service performed by machinery 
and equipment. If the productive facilities are too diverse, or relevant 
cost indices are not available, to permit reasonable estimates on a com-
posite basis, estimates based on individual units will be necessary. De-
pending on the volume, cost, and other characteristics of the units, 
statistical sampling may be practicable in such cases. 
For the required estimates of annual and accumulated replacement-
cost depreciation, it may not be satisfactory to use the ratio of gross 
replacement cost to the related historical cost. This ratio may differ 
from the ratios appropriate for the depreciation estimates because of 
the possible effects of differences between depreciation methods and 
between the replacement/historical ratios for various classes and ages 
of assets. It is important to note in this respect that A S R 190 requires 
use of the straight-line depreciation method even though some other 
method is used for accounting purposes. In some cases statistical 
sampling may be used effectively to determine whether the possible 
effects mentioned above are significant, or to provide the required 
estimates. 
STATISTICAL SAMPLING 
A S R 190 recognizes the necessity of using approximations and esti-
mates of replacement-cost data and only requires that they be developed 
on a reasonable basis. As mentioned earlier, statistical sampling may 
be a means for complying with these requirements at the min imum 
cost in some cases. A n y comprehensive explanation of statistical sam-
pling is beyond the scope of this pamphlet but the following general 
comments are included to facilitate preliminary consideration for plan-
ning purposes. If sampling appears initially to be desirable, the matter 
should be considered further by personnel familiar with the subject. 
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Statistical samples would provide (1) estimates of replacement-cost 
data and (2) measurements of the reasonableness of the estimates 
expressed in terms of statistical reliability and precision. The reliability 
and precision would depend generally on the extent of the variation 
between the historical and replacement costs of the items sampled, 
and on the design and size of the sample. 
The general approach for a sampling application would be to identify 
the population of items to be sampled, make preliminary decisions 
about the sampling reliability and precision desired and an approxima-
tion of the variability expected, design the sample, select the sample 
items, determine the estimated replacement cost or depreciation of 
each sample item, and compute from the sample items the estimated 
replacement-cost data for the population and the statistical reliability 
and precision of the estimate. 
The Haskins & Sells Auditape System includes Estimation Sampling 
design, selection and evaluation programs for performing all of the 
statistical and computer functions required for sampling applications 
as outlined above. Based on the reliability and precision specified for 
the sample and on known or estimated data about the population, the 
design program will compute the actual or estimated sample size and 
the data needed for selecting the sample items. The sample ordinarily 
will include all population items larger than an upper cut-off amount 
computed by the program as a part of the sample design. If the popu-
lation records are or can practically be made available from computer 
files, the selection program will select and list the sample items; other-
wise, data provided by the design program can be used to select the 
sample items manually. After the replacement-cost data have been 
developed for the sample items, the evaluation program will compute 
the estimate for the population and the reliability and precision of the 
estimate. The program includes options for use of mean, ratio, or 
regression estimates; pilot samples; automatic or alternative bases for 
stratification; selection proportional to size; and other features designed 
to achieve maximum sampling efficiency. 
The concepts of estimation sampling and the use of the programs 
described above are covered in a recent book by Maurice S. Newman, 
a partner in Haskins & Sells: Financial Accounting Estimates Through 
Statistical Sampling by Computer, published by J o h n Wiley & Sons, 
Inc. in 1976. 
COMPILATION OF ESTIMATES 
After the foregoing matters have been considered in relation to the 
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company's operations, its Replacement-Cost Committee should formu-
late a plan and issue instructions for compilation of the required 
replacement-cost estimates. The plan and instructions should be 
sufficiently comprehensive and detailed to provide assurance and 
documentation that reasonable care is exercised in compil ing the 
estimates. 
In addition to the replacement-cost estimates specifically required, the 
supplementary interpretative disclosures suggested in A S R 190 should 
also be comprehended in the implementation plan and instructions. 
A pilot application should be made to test all major aspects of the plan 
and instructions in ample time to permit any necessary revisions before 
full implementation is required. 
The compilation of the estimates should be reviewed sufficiently to 
provide assurance that the instructions were followed, that any unex-
pected problems were resolved appropriately, and that the estimates 
appear to be reasonable. 
PREPARATION OF DISCLOSURES 
Preparation of the disclosures to be included in the reports submitted 
to the S E C is the final step in the compliance program. Rule 3-17 re-
quires the specified replacement-cost estimates and any supplementary 
disclosures management believes are necessary to prevent the infor-
mation from being misleading; but it does not prescribe the format or 
language for the disclosures. Al though these matters will vary depend-
ing on the circumstances and preferences of each company, we believe 
the following general outline for the disclosures would be appropriate: 
• Reference to S E C requirements. 
• Reconciliation of amounts in the financial statements to those for 
which replacement-cost estimates are disclosed. 
• Explanation of basic replacement assumptions and general estima-
tion methods used. 
• Tabulation of required estimates. 
• Supplementary comments and estimates. 
The purpose of the supplementary comments and estimates is to 
facilitate understanding and avoid overly simplistic or misleading 
interpretation of the data presented. Consequently, this aspect of the 
disclosures particularly should be considered carefully by the senior 
management personnel. 
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II Summary of Replacement-Cost 
Disclosure Requirements 
Accounting Series Release (ASR) No. 190 is the result of more than 
two years of consideration by the Commiss ion and its staff of the prob-
lems and deficiencies of the historical-cost accounting model in a period 
of changing prices. O n January 3, 1974 the S E C issued A S R No . 151 
which exhorted, but did not require, registrants to disclose the impact 
of "inventory profits" on reported earnings. That release gave little 
guidance in determining what comprises "inventory profits," and com-
pliance with the Commission's disclosure exhortation was minimal. 
In August 1975 the S E C proposed an amendment to Regulation S-X 
which, with relatively minor changes, was adopted as Rule 3-17 (the 
Rule) on March 23, 1976. 
EFFECTIVE DATE 
Rule 3-17 is effective for financial statements covering fiscal years 
ending on or after December 25, 1976. The disclosures are not re-
quired for years ending prior to that date, even when financial state-
ments for such earlier periods are subsequently included in filings for 
comparative purposes. Appl icat ion of the rule is delayed until fiscal 
years ending on or after December 25, 1977 for two classes of assets: 
• The mineral-resource assets (assets which are directly associated 
with and derive value from mineral reserves) of registrants in the 
extractive industries. 
• Inventories and productive capacity of registrants located outside 
the North American continent and the countries of the European 
Economic Community. 
Any such assets excluded from the replacement-cost disclosure must 
be described and their historical cost disclosed. 
APPLICABILITY 
The disclosure of certain replacement-cost data is required for all 
registrants subject to Regulation S-X whose inventories and gross 
property, plant and equipment (before deduction of accumulated de-
preciation, depletion or amortization) are, in the aggregate at the 
beginning of the most recently completed fiscal year, more than (1) 
$100 million and (2) 10 percent of total assets. The cost of all tangible 
assets (which are classified as inventories or property, plant and equip-
ment) employed in the operations and administration of the company 
enter into the determination of whether Rule 3-17 is applicable to a 
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registrant. That includes assets that are excluded from the rule tempo-
rarily (such as mineral-resource assets) or are otherwise exempted from 
the disclosure (such as land not consumed in the productive process). 
A change in the reporting entity, such as a business combination 
accounted for as a pool ing of interests, should be evaluated carefully. 
The restated beginning balance sheet may require a previously exempt 
registrant to comply with the disclosure requirements; a pooling-of-
interests business combination consummated late in the year could 
result in a much shortened time for compliance. 
The reverse situation may occasionally arise. A company that would 
be required to present replacement-cost data based upon its beginning 
balance sheet may dispose of substantial inventories or productive 
capacity or a segment of its business. If, on the basis of its ending balance 
sheet, a company would no longer be required to comply with Rule 
3-17, the company should inquire of the staff of the Commiss ion 
whether continued compliance is considered necessary. 
The applicability of the disclosure requirements is determined with 
respect to each complete set of financial statements included in a 
filing with the S E C . If Rule 3-17 is not applicable to the consolidated 
financial statements of a registrant, it does not automatically exempt 
the company from applying the rule to other financial statements in-
cluded in a filing with the Commiss ion. The applicability of the rule must 
be separately evaluated as to the financial statements of the parent 
company only, significant subsidiaries, unconsolidated subsidiaries and 
an investee company, if included in a filing with the S E C . 
OBJECTIVE OF REPLACEMENT-COST DISCLOSURES 
In A S R No. 190 the purpose of the replacement-cost disclosure require-
ment is specified as twofold: 
• To assist investors in understanding the current costs of operating 
the business. 
• To enable investors to determine the current costs of inventories 
and productive capacity as a measure of the current economic 
investment in those assets. 
Unfortunately, the term current costs is not defined by the S E C in A S R 
No. 190 or in its interpretative staff bulletins, nor is the term a part 
of the existing authoritative accounting literature. Furthermore, the com-
plexity of the disclosure requirements and the general lack of guide-
lines under the rule may pose substantial problems of compliance. The 
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S E C ' s acknowledgment that experimentation with alternative methods 
of compliance will be required heightens the importance of obtaining 
an understanding of the objectives of replacement-cost disclosure as 
perceived by the Commission. 
REPLACEMENT- COST CONCEPTS 
The term replacement cost is not defined in either A S R No. 190 or in 
the body of Rule 3-17, but Staff Accounting Bulletin (SAB) No. 7 pro-
vides the following definition of replacement cost: 
... replacement cost is the lowest amount that would have to be paid in 
the normal course of business to obtain a new asset of equivalent operating 
or productive capability. In the case of depreciable, depletable, or amor-
tizable assets, replacement cost (new) and depreciated replacement cost 
should be distinguished. Replacement cost (new) is the total estimated 
current cost of replacing total productive capacity at the end of the year 
while depreciated replacement cost is the replacement cost (new) adjusted 
for the already expired service potential of such assets. 
The definition leaves a number of items unresolved. It does, however, 
provide guidance for making many of the judgment decisions that 
need to be made to comply with the disclosure requirement. The 
definition emphasizes three items that should be considered carefully: 
new assets, equivalent operating or productive capacity, and normal 
course of business. 
The emphasis on the replacement cost new requires that the disclosure 
be based upon the cost to purchase or construct new facilities. This 
precludes basing replacement-cost data upon secondary market prices 
for used assets of equivalent operating or productive capacity unless 
the company normally replaces with used assets. That distinction may 
be of significance in those cases where there are available supplies 
of used assets; the cost to purchase and renovate such assets is fre-
quently less than the comparable cost for like items new. Examples of 
where such price disparities may currently exist include general-
purpose buildings (such as administrative facilities and warehouses), 
large oil tankers, computers and transportation equipment. If manage-
ment plans replacement of productive capacity with used assets, dis-
closure of that fact and an estimate of its impact on the replacement-
cost (new) data may be appropriate. 
The emphasis upon equivalent operating or productive capacity indi-
cates that the S E C is concerned with disclosure of information about 
the company's ability to produce and distribute its product. Replace-
14 
ment-cost disclosure is concerned with the units of output for a 
particular facility or group of assets, and not with the units of input 
consumed in the productive process. In some cases, however, where 
the technology currently being employed in operations is not obsolete, 
the pricing of the assets that comprise the productive capacity may 
produce a reasonable measure of current replacement cost. 
Where there are alternative methods of obtaining equivalent operating 
or productive capacity, it is not clear how the selection is to be made 
from among these alternatives. A n example of where alternative forms 
of productive capacity may be available, with substantial price differ-
entials, is in the electric-utility industry. Here the operating capacity is 
clearly defined in terms of a common unit of measurement: generating 
capacity in kilowatts per hour. There are several alternative methods 
of obtaining equivalent generating capacity; these include nuclear 
power plants, fossil-fuel power plants (including coal and oil), gas tur-
bines and, in some instances, hydroelectric plants. Regardless of how 
the process of selecting from among these alternatives is resolved, it 
is evident that the bases upon which replacement cost is estimated 
should be clearly explained and the possible impact of alternative 
methods of estimation disclosed. 
The phrase normal course of business requires that the replacement-
cost disclosure be fitted to the company's particular business environ-
ment and to its actual replacement practices and plans. Insofar as pos-
sible, a method chosen for estimating replacement cost should give 
effect to the manner in which the company actually goes about replac-
ing its inventories and productive capacity. 
Accountants often confuse, or treat as synonymous, the terms re-
placement cost and reproduction cost, and some of the confusion 
continues in A S R No. 190. Replacement cost is the cost of the best 
available facilities that are capable of producing an equivalent level of 
output or production. Reproduction cost relates to replicating existing 
productive assets in their present physical condition at current price 
levels. Except by coincidence, these two measures of current cost will 
not be the same, and, therefore, great care should be taken to provide 
appropriate replacement-cost disclosures. 
INVENTORIES AND PRODUCTIVE CAPACITY 
Disclosure of estimates of replacement cost is required for two 
categories of assets: inventories and productive capacity. For each 
fiscal year for which a balance sheet is presented, the new rule requires 
that there be disclosed: 
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• Current replacement cost of inventories and the amount, if any, 
by which current replacement cost exceeds net realizable value. 
• The current replacement cost (new) of productive capacity and the 
current net replacement cost represented by the depreciable, de-
pletable and amortizable assets on hand at the end of each fiscal 
year. 
When financial statements for fiscal years ending prior to December 
25, 1976 are included in subsequent filings for comparative purposes, 
the replacement-cost information is not required as to those prior years. 
Productive capacity is defined by the staff of the S E C in S A B No. 7 
as a measure of a company's ability to produce and distribute its 
product. Productive capacity includes, in general, all depreciable and 
depletable assets employed in the operation and administration of the 
company, and specifically: 
• Property, plant and equipment 
• Fully depreciated assets still in use 
• Property leased under leases, whether or not capitalized 
• Mineral-resource assets of companies in the extractive industries 
(subject to a one-year delay in application of the disclosure re-
quirements) 
• L a n d that is depleted in the productive process 
• Property leased to others that is accounted for under the operating 
method 
• Productive assets of public utilities regardless of whether the re-
placement cost constitutes their rate bases. 
A number of items are excluded from the replacement-cost disclosure, 
such as: 
• Intangible assets employed in operations 
• L a n d not depleted in the productive process 
• Segments of a business that a company intends to discontinue 
• Segments of a business that the company does not intend to main-
tain beyond the economic lives of the existing assets 
• Nonproductive assets such as abandoned equipment 
• Assets held for investment returns rather than for operating units 
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• Assets whose use is limited to a one-time project, such as a research 
project in a high-technology industry 
• Assets whose unique natures make their replacement costs irrele-
vant, such as art objects or motion pictures 
• Minor and expensed assets. 
Where assets are excluded from productive capacity, for whatever 
reason, the Rule requires that there be disclosure of this fact and the 
historical cost of such assets, and an explanation of the circumstances 
that led to their exclusion from disclosure. 
COST OF SALES AND DEPRECIATION EXPENSE 
With respect to results of operations, replacement-cost disclosures are 
required for the two most recent fiscal years included in a filing of: 
(1) the approximate amount that cost of sales would have been had it 
been calculated by estimating the current replacement cost of goods 
and services at the time sales were made, and (2) the approximate 
amount that depreciation, depletion and amortization would have been 
if it had been estimated on the basis of an average current replacement 
cost of productive capacity. The rule does not require disclosure of the 
impact of replacement cost on gross profit, net operating income or 
net income. 
Because most companies do not maintain a system for determining 
replacement cost of sales at the time each item is sold, the staff of the 
Commiss ion has indicated that it will consider acceptable any method 
that reasonably approximates replacement cost of sales. Frequently 
the L IFO method of computing cost of sales will approximate the 
replacement cost method of computing cost of sales; it will not be 
acceptable, however, to simply use the L IFO amounts without assuring 
that they do not differ materially from the replacement cost amounts. 
Replacement-cost depreciation expense is to be calculated by use of 
the straight-line method for those assets that are depreciated as a func-
tion of time. For assets that are being depreciated on any other basis, 
such as unit-of-production, that basis is to be used in calculating re-
placement-cost depreciation. Registrants that use accelerated-depre-
ciation methods may also wish to disclose replacement-cost deprecia-
tion in accordance with the method used in the historical-cost finan-
cial statements, but the amount calculated on a straight-line basis must 
also be presented. 
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Replacement-cost depreciation expense may be approximated by using 
beginning and ending amounts for depreciable productive capacity. 
Approximations may be used for assets acquired or disposed of during 
the year. Replacement-cost depreciation for fully depreciated assets 
still in use, if significant, should be separately disclosed and the impact 
on replacement-cost depreciation noted as if these assets were still 
being depreciated at a rate reflecting current estimates of their useful life. 
The estimates of useful lives and of salvage values that are used for 
calculating depreciation expense in the historical-cost financial state-
ments should generally be used for estimating replacement-cost depre-
ciation. However, where replacement facilities have economic lives 
significantly different from those of existing assets, those lives should be 
used in estimating replacement-cost depreciation and disclosure of the 
new lives given. 
When replacement-cost depreciation for a year is included in a later 
filing for comparative purposes, it should not be restated for subsequent 
changes in the replacement cost of the related productive capacity. 
The accumulated depreciation for the subsequent year, however, will 
be based upon the revised replacement-cost estimates. Thus, continu-
ously increasing replacement cost gives rise to a "backlog" depreciation 
which is included in the accumulated depreciation of the current year 
but never recognized as replacement-cost depreciation expense. 
OTHER REQUIRED DISCLOSURES 
In addition to reporting the four classes of specific quantitative data 
called for by Rule 3-17, registrants are required to describe the methods 
that were used in determining the amounts disclosed. That includes a 
description of what consideration, if any, was given to the related effects 
on other costs such as direct labor, repairs and maintenance, and utility 
and other indirect costs as a result of the assumed replacement of 
productive capacity. Management is also required to furnish any addi-
tional information of which it is aware that management believes is 
necessary to prevent the replacement-cost disclosure from being mis-
leading. That might include information about the historical relation-
ship between changes in cost and changes in the related selling prices, 
the difficulty and related cost that might be experienced in replacing 
productive capacity, including the impact of environmental or safety 
regulations, and any programs that management has undertaken that 
will significantly reduce or alter the company's productive capacity. 
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FORM OF PRESENTATION 
The S E C requires that certain replacement-cost data be included in 
financial statements filed with the Commission, but it provides regis-
trants with substantial latitude in presenting the required disclosure. 
The estimates of replacement cost may be included in a footnote to the 
financial statements, in a separate schedule or in the form of supple-
mental financial statements. If included in a separate section following 
the financial statements, the replacement-cost disclosure must be ap-
propriately labeled and cross-referenced to the note or to the state-
ment of accounting policy. 
Although included in the financial statements, the data may be labeled 
"unaudited" ; but the Rule indicates that the independent auditor will 
nonetheless be "associated" with replacement-cost disclosure. The 
Commiss ion has urged the American Institute of C P A s ' Audit ing Stan-
dards Executive Committee (AudSEC) to develop guidance for such 
"association," and currently A u d S E C is in the process of establishing 
such standards for the independent auditor. 
The A S R explicitly acknowledged that it is not presently clear what the 
impact of replacement-cost data on the investor's decision model will 
be, and also indicated that replacement-cost data are intended primarily 
for use by sophisticated investors. The staff of the Commiss ion has 
stated that a registrant need not include all of the replacement-cost 
information in the annual report to shareholders. It is sufficient to in-
clude a general description of the impact of changes in specific prices 
of goods and services on the company operations, and no specific 
quantitative data need be presented in the annual report to share-
holders. However, reference should be made to the availability of the 
replacement-cost data contained in the Form 10-K. 
ADDITIONAL DISCLOSURES 
The Commiss ion is placing no limitations on the additional information, 
or the type of information, that may be presented with replacement-
cost data. Such additional data might include: supplemental financial 
statements prepared on a general price-level adjusted basis, informa-
tion concerning the "economic or current value" of items included in 
the replacement-cost disclosure; information about efficiency, or cost 
savings, that would be afforded by replacement of present assets with 
new assets incorporating improved technology, or complete sets of 
financial statements prepared on a replacement-cost accounting basis. 
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The staff has suggested that registrants who are considering some type 
of unique or unusual disclosure should first discuss it with the staff. 
Such unique disclosure would probably be exemplified by a complete 
set of current-value financial statements. 
"SAFE-HARBOR" PROPOSAL 
The S E C concurrently has issued a "safe-harbor" proposal to amend 
Rule 3-17. That proposal purports to provide a company with some 
insulation from liability under the federal securities acts if the replace-
ment-cost disclosure (1) has been prepared with reasonable care, (2) 
has a reasonable factual basis and represents management's good-
faith judgment and (3) includes a statement that discloses the basis 
upon which the replacement-cost estimates are calculated and points 
out the inherent imprecision of such estimates. 
The "safe-harbor" rule will not be available unless company manage-
ment discloses all information of which it is aware and that it believes 
is necessary to prevent the replacement-cost information from being 
misleading. 
REPLACEMENT COST ADVISORY COMMITTEE 
The Commiss ion has appointed a twenty-nine-member advisory com-
mittee that meets regularly with staff of the Commission. The com-
mittee's objectives are to advise the Chief Accountant of the C o m -
mission on various difficult, complex and technical questions 
concerning implementation of the replacement-cost disclosure rule. 
Registrants and other interested parties are encouraged to submit 
implementation-type questions to the Chief Accountant. 
The Commiss ion has also indicated that it would be useful for industry 
groups and associations to consider specialized problems in the appli-
cation of replacement-cost concepts to their areas of special interest. 
Where such groups are able to develop recommended uniform ap-
proaches to implementation of replacement-cost disclosure for their 
industries, it is suggested that they meet with the advisory committee 
to discuss their recommendations. 
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Appendix A 
Sources of Price indices 
Appendix A 
Sources of 
Price indices 
The United States Government is the primary source of price indices that may 
be useful for estimating replacement costs. The Bureau of Labor Statistics 
(BLS) compiles the principal series of data o n prices, earnings, and product ion. 
M u c h of the price data is available on computer tapes from the B L S . T h e most 
widely used series of the B L S in the area of industrial prices include Wholesale 
Prices and Price Indexes and "Current Labor Statistics." 
Wholesale Prices and Price Indexes is a monthly publication of the all-com-
modity index, including manufactured items, that dates back to the 1890s. 
Commodi t i es are grouped into broad categories with each category broken 
into sub-groups. Approximately 2 7 0 0 sub-indices are maintained, with most 
of these series dating back at least to 1947. Commodi t i es are also grouped 
into broad industry-sector indices with sub-groups in each sector by 4- and 5-
digit Standard Industrial Classification codes. There is a two-month delay in 
reporting the series. The commodi ty specifications for each of the sub-indices 
are available only on microfiche from the B L S . 
"Current Labor Statistics" is a monthly tabulation in 37 groups of data on 
employment, prices, and product ion derived from the principal B L S series. 
Table 18 is an index of hourly earnings by major industrial division and table 
31 is an index of productivity. This series is publ ished by the B L S in the 
Monthly Labor Review magazine with a two-month delay in reporting. 
The methods and techniques used in developing the various statistical series by 
the B L S are described in the Handbook of Methods for Surveys and Studies, 
Bullet in 1711, which is available from the Government Print ing Office as well 
as the regional offices of the B L S . 
The U.S. Department of Commerc e publishes a monthly Survey of Current 
Business. The survey contains several series on prices which are gathered from 
a number of public and private sources. The survey is supplemented biennially 
by a cumulative compilat ion for all of the series. The biennial supplement con-
tains detailed information on the sources for each series. 
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The Bureau of the Census of the U.S. Department of Commerc e compiles data 
every five years on manufacturing establishments. These data are published in 
its Census of Manufacturers. The Bureau of the Census also compiles monthly 
a composite Construct ion Cost Index of units of materials and labor. This 
index, which is a composite of several publ ished indices plus internally de-
veloped adjustment factors, is published in Construction Review magazine. 
In addition to the indices published by the Government, a dozen or more 
private concerns publish or sell data on construction and equipment costs. 
Trade associations and journals are the most widely available sources of such 
private data. Four magazines are frequently cited as sources of price indices 
and data for industrial equipment and construction: Chemical Engineering; 
Engineering News Record; National Labor News; Oil and Gas Journal. 
Several companies collect data on equipment and construction costs and 
prepare price indices from these data. These indices are generally sold on a 
subscription basis. Construction-cost indices for twenty-two typical Uni ted 
States cities and a national index are publ ished by Amer ican Appraisal C o m -
pany; the indices are based on the costs of four types of commercia l and 
industrial buildings. Genera l equipment- and building-cost indices are pub-
lished by Marshal l Valuation Service. Factory Mutua l Engineering publishes 
industry level indices of equipment costs. The Handy-Whi tman indices of water, 
and of gas and electric utility construction costs are publ ished by Whitman-
Requardt & Associates. 
In addit ion to the companies that collect data on construction and equipment 
prices a number of companies are establishing computerized data banks of 
public and private indices. These firms generally offer a valuation service for 
adjusting the historical costs of a company's fixed assets by application of 
commodity-specific indices. 
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26 Account ing Series Release No. 190 
33 Securities Act of 1933, Release No . 5696 
34 Staff Account ing Bullet in No. 7 
44 Staff Account ing Bulletin No. 9 
46 Staff Account ing Bullet in No . 10 
5 7 Staff Account ing Bulletin No. 11 
SECURITIES ACT OF 1933 
Release No. 5695/March 23, 1976 
SECURITIES EXCHANGE ACT 
OF 1934 
Release No. 12240/March 23, 1976 
PUBLIC UTILITIES HOLDING 
COMPANY ACT OF 1935 
Release No. 19437/March 23, 1976 
ACCOUNTING SERIES 
Release No. 190/March 23, 1976 
NOTICE O F A D O P T I O N OF A M E N D -
M E N T S T O R E G U L A T I O N S-X RE-
QUIRING D I S C L O S U R E OF CERTAIN 
R E P L A C E M E N T COST DATA 
A. Genera l S t a t e m e n t 
In S e c u r i t i e s A c t Re lease No . 5 6 0 8 
issued A u g u s t 21 , 1975, t he C o m m i s -
s ion p roposed fo r c o m m e n t a m e n d -
m e n t s to Regula t ion S-X w h i c h w o u l d 
require f o o t n o t e d isc losure of cer ta in 
f i nanc ia l d a t a r e g a r d i n g c u r r e n t re-
p l a c e m e n t c o s t . T h e s e p r o p o s a l s 
w e r e des igned to enable investors to 
o b t a i n m o r e r e l e v a n t i n f o r m a t i o n 
about the cur ren t e c o n o m i c s o f a bus i -
n e s s e n t e r p r i s e in an i n f l a t i o n a r y 
e c o n o m y than tha t p rov ided solely by 
f inancial s t a t e m e n t s prepared on t h e 
basis of histor ical cost . M o r e than 3 5 0 
l e t t e r s o f c o m m e n t h a v e b e e n re -
ceived on the proposa ls and af ter giv-
ing these c o m m e n t s careful consider-
a t i o n , t h e C o m m i s s i o n has d e t e r -
m i n e d t o a d o p t t h e p r o p o s a l s in 
s o m e w h a t rev ised f o r m . In addi t ion, 
the C o m m i s s i o n has dec ided to create 
an adv isory c o m m i t t e e to ass is t its 
s taf f in p rov id ing g u i d a n c e to reg is-
t rants in t h e p r o b l e m s of i m p l e m e n t -
ing th is n e w rule. 
The n e w rule as a d o p t e d requires reg-
i s t r a n t s w h o h a v e i n v e n t o r i e s a n d 
gross property, plant and e q u i p m e n t 
w h i c h aggregate m o r e than $100 mi l -
l ion and w h i c h c o m p r i s e m o r e t h a n 
10% of to ta l asse ts to d isc lose the es -
t ima ted cu r ren t rep lacemen t cos t o f 
inventor ies and p roduc t i ve capaci ty at 
the end of each f iscal year fo r w h i c h a 
balance s h e e t is required and t h e ap-
prox imate a m o u n t o f cos t o f sales and 
d e p r e c i a t i o n b a s e d o n r e p l a c e m e n t 
cost for t h e t w o m o s t recent full f iscal 
years. In addi t ion, reg is t rants are re-
qui red to d isc lose the m e t h o d s used in 
d e t e r m i n i n g t h e s e a m o u n t s a n d t o 
furn ish any addi t ional i n fo rmat ion o f 
w h i c h m a n a g e m e n t is aware and be-
l ieves is n e c e s s a r y to p reven t t he in-
fo rma t ion f r o m be ing mis lead ing. Th is 
in fo rmat ion m a y be p r e s e n t e d e i ther in 
a f o o t n o t e to t h e f inancial s t a t e m e n t s 
or in a separate sec t ion o f t h e f inancial 
s t a t e m e n t s f o l l o w i n g t h e n o t e s . In 
e i ther place, t he in fo rmat ion m a y be 
des igna ted as " u n a u d i t e d . " 
In requir ing t h e s e data, t h e C o m m i s -
s ion is aware tha t it is requir ing c o m -
panies to m a k e d isc losures of cos ts 
w h i c h canno t be ca lcu la ted w i t h preci -
s ion. They m u s t be e s t i m a t e d on the 
basis of n u m e r o u s a s s u m p t i o n s w h i c h 
may vary ove r t i m e and f r o m c o m p a n y 
to c o m p a n y and t h r o u g h t h e use o f 
t echn iques w h i c h are not so ful ly de-
ve loped tha t t h e y can be s tandard ized 
at t he p resen t t i m e , if ever. This is be-
cause e s t i m a t e s o f cu r ren t rep lace-
m e n t cos t m u s t be m a d e w i t h i n t he 
f r a m e w o r k o f e a c h reg is t ran t ' s e c o -
nomic s i tuat ion and because there are 
d i f f i c u l t c o n c e p t u a l a n d e m p i r i c a l 
j u d g m e n t s w h i c h m u s t be m a d e in t he 
l ight o f d i f f e r e n t spec i f i c fac tua l cir-
c u m s t a n c e s in d e v e l o p i n g t h e data . 
N e v e r t h e l e s s , t h e C o m m i s s i o n b e -
l ieves that such data are i m p o r t a n t and 
useful to inves to rs and are not o ther-
w i s e obta inab le . It fee ls that imprec i -
s i on , if p r o p e r l y e x p l a i n e d , w i l l n o t 
m a k e the data mis lead ing . The C o m -
m i s s i o n e n c o u r a g e s r e g i s t r a n t s t o 
s u p p l e m e n t t he requi red d isc losures 
w i t h i n fo rmat ion w h i c h m a n a g e m e n t 
bel ieves w i l l be he lp fu l t o investors in 
u n d e r s t a n d i n g t h e i m p a c t o f p r i c e 
changes and o t h e r cu r ren t e c o n o m i c 
cond i t ions on repo r ted results. 
In recogni t ion o f t he imprec ise nature 
o f t he data, t h e C o m m i s s i o n is p ropos -
ing for c o m m e n t a " s a f e ha rbo r " rule 
d e s i g n e d t o r e c o g n i z e in a ru le t h e 
C o m m i s s i o n ' s v i e w that if such data 
have a reasonable basis, are prepared 
w i t h reasonable care and in g o o d fa i th 
and are p r e s e n t e d w i t h adequa te dis-
c losure t h e data do no t cons t i t u te an 
" u n t r u e s t a t e m e n t of a mater ia l f ac t " 
o r a " m a n i p u l a t i v e , d e c e p t i v e o r 
f raudulent d e v i c e . " 
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Decision not to Delay 
The C o m m i s s i o n w a s u rged by m a n y 
c o m m e n t a t o r s to de lay the adop t ion o f 
ru les (or at least t h e e f f e c t i v e date) 
unti l t he m e a n s of comp l iance w i t h t he 
rules cou ld be spe l led o u t w i t h p rec i -
s ion. The C o m m i s s i o n has c o n c l u d e d 
that such delay is no t appropr ia te in 
genera l , a l t h o u g h it has p e r m i t t e d a 
one year delay in e f fec t i veness o f t h e 
rule for minera l resources in t h e ex-
t ract ive indust r ies . This w a s d o n e in 
recogni t ion o f t h e part icular ly severe 
i m p l e m e n t a t i o n p r o b l e m s for s u c h as-
sets and in the l ight o f the e x p r e s s e d 
w i l l i ngness of a leading t rade assoc ia-
t ion in the largest o f t h e s e indust r ies to 
u n d e r t a k e a m a j o r r e s e a r c h e f f o r t 
w i t h i n th is year to resolve such p rob-
lems. In addi t ion, a one year delay has 
been p e r m i t t e d in e f f e c t i v e n e s s fo r 
f o r e i g n a s s e t s l o c a t e d o u t s i d e t h e 
N o r t h A m e r i c a n c o n t i n e n t a n d t h e 
E u r o p e a n E c o n o m i c C o m m u n i t y if 
cer ta in speci f ic d isc losures relat ing to 
such asse ts are m a d e . 
T h e C o m m i s s i o n ' s j u d g m e n t t h a t 
delay is no t appropr ia te is based on a 
n u m b e r o f f ac to rs . First, it b e l i e v e s 
tha t under cu r ren t e c o n o m i c c o n d i -
t i o n s , d a t a a b o u t t h e i m p a c t o f 
changes in t he pr ices o f speci f ic g o o d s 
and serv ices on bus iness f i rms is o f 
great s igni f icance to investors in de -
v e l o p i n g an u n d e r s t a n d i n g o f t h e 
current opera t ions o f any f i rm. W h i l e 
t h e c u r r e n t g e n e r a l rate o f i n f l a t i o n 
has b e e n r e d u c e d f r o m 1974 levels , 
it is s t i l l a t a l e v e l s u c h t h a t u n -
s u p p l e m e n t e d histor ical cos t b a s e d 
data do no t adequate ly ref lect cu r ren t 
business e c o n o m i c s . Further, in an in-
f lat ionary e c o n o m y speci f ic cos ts and 
pr ices w h i c h m a y a f f e c t a b u s i n e s s 
change m o r e rapidly than the genera l 
pr ice level . T h e s e f a c t o r s m a k e t h e 
i m p a c t o f d e l a y m o r e s e v e r e t h a n 
w o u l d be the case in a t i m e of pr ice 
stability. 
In add i t i on , as a prac t ica l m a t t e r , it 
w o u l d never be poss ib le for t he C o m -
miss ion t o an t i c ipa te e v e r y poss ib le 
c i r cums tance tha t m a y be faced in t he 
appl icat ion of th is n e w disc losure rule. 
This is part icular ly t rue s ince t h e rule 
covers n e w g r o u n d and requires sub -
jec t i ve j u d g m e n t s in i ts app l i ca t ion . 
Accordingly, t he C o m m i s s i o n be l ieves 
tha t var ious approaches taken in i m -
p l e m e n t i n g the rule shou ld be v i e w e d 
as exper imen ta l , and tha t a l ternat ive 
approaches w i l l be acceptable as long 
as t h e m e t h o d s u s e d are f u l l y d e -
scr ibed and are appl ied in g o o d fa i th 
and w i t h reasonable care. There d o e s 
no t s e e m to be any persuasive reason, 
therefore, to d e n y t h e s e data to inves-
tors w h i l e e x p e r i m e n t a t i o n in a l te rna-
t ive t e c h n i q u e s takes place. 
By requir ing full d isc losure of t h e ap-
proaches used and pe rm i t t i ng c o n s i d -
erable f lexibi l i ty in t he w a y in w h i c h the 
data are d isp layed, the C o m m i s s i o n is 
c o n f i d e n t t ha t it has p rov ided s u f f i -
c ient lat i tude so that reg is t rants w i l l be 
able to c o m m u n i c a t e e f fec t ive ly t he 
m e a n i n g of t he data to investors . Reg-
istrants may, for e x a m p l e , p resen t t h e 
data in s u p p l e m e n t a l f inancial s ta te -
m e n t s , s h o w e s t i m a t e s in t e r m s of 
ranges rather than s ingle f igures, and 
d iscuss t h e i m p r e c i s i o n s inheren t in 
t he data. They m a y descr ibe histor ical 
re lat ionships b e t w e e n cos ts and sel l -
ing pr ices, po in t o u t t h e cost sav ings 
a n d a n y i n c r e m e n t a l c o s t s a n d 
c h a n g e d e c o n o m i c l i ves a s s o c i a t e d 
w i t h n e w e q u i p m e n t , i nd i ca te t h e i r 
p l a n s f o r t h e r e p l a c e m e n t o r n o n -
r e p l a c e m e n t o f asse ts , and p r e s e n t 
any o the r i n fo rmat ion w h i c h t h e y be -
l ieve w i l l ass is t i n v e s t o r s in under -
s tand ing the impac t o f chang ing pr ices 
and inf lat ion in genera l on t h e regis-
trant. This m a y inc lude a d iscuss ion o f 
possib le favorable e f fec ts o f inf lat ion 
on the f i rm , such as t h e bene f i t s f r o m 
repaying d e b t in less valuable dol lars 
and the poss ib le bene f i t s o f opera t ing 
leve rage in an i n f l a t i o n a r y e n v i r o n -
m e n t . 
W h i l e cer ta in s tandards and gu ide l ines 
for appl icat ion o f th is rule may be de -
v e l o p e d a f t e r e x p e r i m e n t a t i o n has 
taken place, it is h ighly unl ikely t ha t a 
total ly u n i f o r m se t o f p rocedures can 
ever be d e v e l o p e d w h i c h wi l l m a k e the 
i m p l e m e n t a t i o n o f t he rule a m e c h a n i -
cal p rocess . 
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Creation of Advisory Committee to 
Assist in Implementation 
Never the less , t he C o m m i s s i o n recog-
nizes tha t it is i m p o r t a n t t ha t reg is-
t rants receive gu idance o n i m p l e m e n -
tat ion p rob lems and tha t exper ience in 
th is regard is shared . Accord ing ly , it 
has d e t e r m i n e d to appo in t an adv isory 
c o m m i t t e e c o m p o s e d o f p e r s o n s 
w o r k i n g w i t h t h e p r o b l e m s o f i m -
p l e m e n t a t i o n t o m e e t o n a r e g u l a r 
basis w i t h t he staf f o f t he C o m m i s s i o n 
to cons ider p r o b l e m s raised by regis-
t rants in c o m p l y i n g w i t h t he rule. The 
c o m p o s i t i o n and p rocedures o f th i s 
c o m m i t t e e w i l l be announced short ly. 
F r o m t h e s e m e e t i n g s a n d f r o m i ts 
o ther exper iences in deal ing w i t h reg-
istrants, t he s ta f f w i l l publ ish s ta f f ac-
count ing bul le t ins w h i c h set f o r t h its 
j u d g m e n t s . The f i rst staff accoun t ing 
b u l l e t i n o n t h i s s u b j e c t w h i c h re -
sponds to q u e s t i o n s raised in le t ters of 
c o m m e n t on the proposal and t o prob-
lems arising f r o m the s ta f f ' s exper i -
ence in par t ic ipat ing in pi lot p r o g r a m s 
by bus iness f i r m s is be ing pub l ished 
s imu l taneous ly w i t h the issuance of 
th is release. 
In a d d i t i o n t o i t s o w n e f f o r t s , t h e 
C o m m i s s i o n bel ieves that it w o u l d be 
useful for indus t ry g roups and associa-
t ions to cons ider special ized p r o b l e m s 
in the appl icat ion o f rep lacement cos t 
concepts to the i r areas o f interest . In 
t h i s c o n n e c t i o n , s u c h g r o u p s m a y 
under take to deve lop speci f ic pr ice in-
dices applicable to part icular c lasses o f 
a s s e t s and s u g g e s t u n i f o r m i n d u s -
t r y - w i d e r e p o r t i n g a p p r o a c h e s . T h e 
C o m m i s s i o n s t a f f w o u l d be w i l l i n g 
to lend s u c h ass is tance as it can to 
such e f fo r ts . 
Analysis of Costs and Benefits 
The release w h i c h a c c o m p a n i e d the 
p roposed rules specif ical ly reques ted 
da ta as t o t h e c o s t o f c o m p l i a n c e . 
M a n y responden ts expressed concern 
about costs , but on ly a smal l n u m b e r 
made speci f ic es t ima tes . Those es t i -
ma tes var ied widely, and in genera l the 
cost e s t i m a t e s suppl ied by c o m p a n i e s 
w h i c h had i m p l e m e n t e d rep lacement 
c o s t s y s t e m s o r u n d e r t a k e n p i l o t 
s t u d i e s w e r e s u b s t a n t i a l l y b e l o w 
t h o s e w h i c h had not . This s u g g e s t s 
that as c o m p a n i e s take s teps to i m -
p l e m e n t t h e rules adop ted herein, t h e y 
wi l l f ind tha t t he c o s t o f comp l iance 
w i l l be l e s s t h a n t h a t e s t i m a t e d . 
Never the less , the C o m m i s s i o n recog-
nizes tha t t h e c o s t o f i m p l e m e n t i n g 
th is rule w i l l be signi f icant, part icular ly 
in t he f i rst year o f prepar ing the neces-
sary data. It also s e e m s clear tha t t he 
cos t wi l l be p ropor t iona te ly h igher fo r 
smal l c o m p a n i e s w i t h less s o p h i s t i -
cated accoun t ing s y s t e m s . 
The C o m m i s s i o n has careful ly cons id -
ered the cos t of i m p l e m e n t a t i o n and 
w e i g h e d it against t he need of inves-
tors for r e p l a c e m e n t cos t in fo rmat ion . 
It has c o n c l u d e d tha t in t he case of 
compan ies o f large size w h i c h gener-
ally have t h e la rges t publ ic i nves to r 
interest, the data are of such impor-
tance that t h e bene f i t s of d isc losure 
c lear ly o u t w e i g h t h e c o s t s o f d a t a 
p r e p a r a t i o n . In t h e c a s e o f s m a l l e r 
compan ies w h e r e the cos t b u r d e n is 
p ropor t ionate ly greater and the e x t e n t 
o f publ ic i n v e s t o r in te res t is p ropor -
t ionate ly less, t h e balance b e t w e e n 
e c o n o m i c c o s t s and benef i ts is less 
clear. A c c o r d i n g l y , t h e C o m m i s s i o n 
has d e t e r m i n e d in i t ia l l y t o e x e m p t 
f r o m the rule c o m p a n i e s w h o s e inven-
tor ies and g r o s s p r o p e r t y p lant and 
e q u i p m e n t aggrega te less than $100 
mil l ion. W h i l e it u rges such c o m p a n i e s 
to make appropr ia te d isc losure o f t he 
e f fec t of speci f ic pr ice changes and in-
f lat ion in genera l on thei r opera t ions , it 
is no t at th is t i m e requir ing t h e m to 
make the speci f ic d isc losure required 
by th is rule. A s exper ience is ga ined 
w i t h t h e c o s t s o f i m p l e m e n t i n g t h e 
rule and the bene f i t of t he in fo rmat ion 
to investors, t he C o m m i s s i o n wi l l c o n -
sider the desirabi l i ty o f e l iminat ing or 
a m e n d i n g t h e e x e m p t i o n . 
In addi t ion, t h e C o m m i s s i o n has c o n -
c luded that c o m p a n i e s w h o s e inven-
tor ies and gross p roper t ies c o m p r i s e 
less than 1 0 % of to ta l assets n e e d not 
make the d isc losure s ince in the case 
of such c o m p a n i e s t h e e f fec ts of such 
d i s c l o s u r e o n f i n a n c i a l s t a t e m e n t s 
w o u l d general ly be immater ia l . 
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Inclusion of Data in Financial State-
ments and Auditor Responsibility 
The C o m m i s s i o n also asked fo r spe -
c i f ic c o m m e n t o n w h e t h e r t h e r e -
qu i red data shou ld be aud i ted . M o s t 
c o m m e n t a t o r s s u g g e s t e d tha t d u e t o 
b o t h cos t cons idera t ions and t h e lack 
o f ar t iculated s tandards , it w o u l d be 
undes i rab le t o r e q u i r e t h e r e p l a c e -
m e n t cos t i n fo rma t ion to be aud i ted . 
M a n y advoca ted tha t t he data be re-
m o v e d f r o m t h e f inancial s t a t e m e n t s 
and inc luded e l s e w h e r e in annual re-
por ts and f i l ings. 
In response t o t h e s e c o m m e n t s , t he 
C o m m i s s i o n has conc luded tha t t h e 
required data n e e d not be aud i ted and 
it accordingly w i l l p e r m i t t he requ i red 
in fo rmat ion to be labeled " u n a u d i t e d . " 
It does no t bel ieve, h o w e v e r , tha t t h e 
in fo rmat ion shou ld be r e m o v e d f r o m 
the f inancial s t a t e m e n t s . A s it has pre-
v ious ly s t a t e d , 1 it be l ieves t h a t s i g -
n i f i c a n t f i n a n c i a l d i s c l o s u r e s a b o u t 
bus iness o p e r a t i o n s dur ing a p e r i o d 
s h o u l d g e n e r a l l y be i nc luded in t h e 
f inancial s t a t e m e n t s fo r t ha t pe r i od , 
and it d o e s n o t s e e any c o m p e l l i n g 
reasons for exc lud ing th is i n fo rmat ion . 
In a bus iness w o r l d character ized by 
uncer ta inty , it is necessary to recog -
nize t h a t m a n y e s t i m a t e s b a s e d o n 
s u b j e c t i v e j u d g m e n t s m u s t b e i n -
c luded in f inancial s t a t e m e n t s and tha t 
appropr iate m e a n s o f descr ib ing the 
uncer ta int ies and the lack o f prec is ion 
in the data m u s t be f o u n d . 2 
W h i l e the or ig inal p roposa l requ i red 
that the data be d isp layed in a f o o t -
note, t he C o m m i s s i o n recognizes tha t 
in s o m e c i r c u m s t a n c e s the requ i red 
data w h e n s u p p l e m e n t e d by addi t ional 
d isc losures exp la in ing the basis fo r its 
p r e p a r a t i o n a n d o t h e r i n f o r m a t i o n 
d e e m e d appropr ia te by m a n a g e m e n t 
may be o f cons iderab le length and in -
c lude substant ia l data. Bo th because 
o f its leng th and its nature reg is t rants 
may feel that it shou ld not be inc luded 
in t h e n o t e s t o t h e f i n a n c i a l s t a t e -
m e n t s . Accord ing ly , the adop ted rule 
pe rmi ts t he d isc losures e i ther in t he 
f o o t n o t e or in a separa te sec t ion o f t he 
f inancial s t a t e m e n t s w h i c h f o l l o w s the 
notes and is appropr ia te ly labeled. If 
such a separa te sec t ion is used , a br ief 
c ross re fe rence in t h e no tes (such as in 
t h e no te on a c c o u n t i n g policies) w o u l d 
be appropr ia te . 
T h e u n a u d i t e d f o o t n o t e or sepa ra te 
s e c t i o n o f t h e f i nanc ia l s t a t e m e n t s 
con ta in ing t h e data w i l l be a part o f f i -
nancial s t a t e m e n t s repor ted on by in-
d e p e n d e n t accoun tan ts . Accord ing ly , 
t h e i n d e p e n d e n t a c c o u n t a n t w i l l be 
assoc ia ted w i t h t h e r e p l a c e m e n t cos t 
i n f o r m a t i o n e v e n t h o u g h it is u n a u -
d i ted . The C o m m i s s i o n urges t h e A u -
d i t ing Standards Execu t i ve C o m m i t t e e 
o f t he A m e r i c a n Ins t i tu te of Cer t i f ied 
Public A c c o u n t a n t s t o deve lop appro-
pr iate s tandards appl icable to t h e au -
d i tor in t he case o f s u c h assoc ia t ion. 
Non-Preemption of Financial Account-
ing Standards Board 
A n u m b e r o f t h o s e c o m m e n t i n g upon 
the proposal e x p r e s s e d c o n c e r n tha t 
the rules if a d o p t e d w o u l d p r e e m p t t h e 
Financial A c c o u n t i n g Standards Board 
(FASB) and poss ib ly t he conc lus ions o f 
t h e C o m m i s s i o n ' s genera l s t u d y o f f i -
nancial d isc losure n o w u n d e r w a y . The 
C o m m i s s i o n d o e s n o t b e l i e v e t h a t 
t h e s e c o n c e r n s are mer i t ed . 
In D e c e m b e r 1974, t he FASB issued an 
exposure draf t o f a s t a t e m e n t w h i c h 
w o u l d require f inancial s t a t e m e n t s t o 
inc lude s u p p l e m e n t a l data in w h i c h 
h i s t o r i c a l c o s t s w e r e a d j u s t e d f o r 
changes in t h e genera l price level . In 
t h e C o m m i s s i o n ' s proposal , it n o t e d 
tha t genera l pr ice level a d j u s t m e n t s 
m i g h t be u s e d e i t h e r w i t h h is tor ica l 
c o s t o r c u r r e n t r e p l a c e m e n t c o s t f i -
nancial data. Accordingly , it did no t and 
does not v i e w its proposal as c o m p e t i -
t ive w i t h tha t of t he FASB. In fact , in 
i m p l e m e n t i n g the C o m m i s s i o n ' s rule, 
s o m e regist rants m a y w i s h to use data 
regarding c h a n g e s in t h e genera l pr ice 
level as par t o f t he analysis of reasons 
for changes in rep lacemen t cos ts . A t 
t he present t i m e , however , the C o m -
miss ion d o e s not p ropose to require 
the presenta t ion o f data resta ted fo r 
1 A c c o u n t i n g Ser ies Release No. 177 
2 A c c o u n t i n g Ser ies Release No. 166 
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c h a n g e s in t h e g e n e r a l p u r c h a s i n g 
p o w e r of t h e m o n e t a r y unit. 
Similarly, t he C o m m i s s i o n does no t be-
lieve its n e w requ i remen ts pre judge 
any conc lus ions w h i c h m a y arise f r o m 
t h e FASB's s t u d y o f t h e c o n c e p t u a l 
f r a m e w o r k o f f inancial s t a t e m e n t s . As 
it n o t e d in i ts o r ig ina l p r o p o s a l , t h e 
C o m m i s s i o n bel ieves that f u n d a m e n -
tal c h a n g e s in t h e basic a c c o u n t i n g 
mode l shou ld c o m e about on ly af ter 
careful s tudy by the FASB. It be l ieves 
t h a t e x p e r i m e n t a t i o n w i t h r e p l a c e -
m e n t cost i n fo rmat ion o f the so r t that 
wi l l result f r o m the i m p l e m e n t a t i o n of 
th is rule w i l l mater ia l ly assis t the FASB 
in its s tudy as w e l l as prov id ing m e a n -
ingful s u p p l e m e n t a l d isc losure to in-
ves tors in t h e in te r im. 
Finally, the C o m m i s s i o n does no t feel 
that adopt ion o f th is rule w i l l have any 
adverse e f f e c t on its o w n broad s tudy 
of f inancial d isc losure. O n e of t h e rea-
sons for t h e s t u d y w a s the c o n c e r n 
expressed by s o m e tha t t h e C o m m i s -
sion's requ i remen ts emphas ized ob -
ject ive d isc losure to t he exc lus ion of 
relevant i n fo rmat ion . Certainly th is rule 
wi l l g ive t h e s t u d y g r o u p the o p p o r t u -
ni ty to obse rve t h e response o f regis-
t rants and inves tors to a requ i remen t 
for non-prec ise sub jec t ive d isc losure. 
The rule w i l l o f cou rse be par t o f t h e 
total f r a m e w o r k s tud ied and its adop-
t ion at th is t i m e does not exc lude it 
f r o m cons idera t ion in the s t u d y 
Non-inclusion of Other Current Cost 
and Value Data 
S o m e c o m m e n t a t o r s on the p r o p o s e d 
rule ob jec ted to its partial approach . 
They s u g g e s t e d tha t data be requi red 
concern ing t h e cu r ren t value o f o t h e r 
assets and liabil it ies and the e f f e c t o f 
in f la t ion o n m o n e t a r y i t e m s he ld by 
the company. The C o m m i s s i o n recog-
nizes that its rule is a l imi ted one and 
does not deal e i ther w i t h all e f f e c t s o f 
inf lat ion on f inancial pos i t ion and oper-
at ions, or w i t h t he cur ren t value o f all 
assets and l iabil i t ies. Its p r imary ob jec-
t ive, as ar t icu lated in the a d o p t e d rule, 
is to provide inves to rs w i t h mean ing fu l 
addit ional in fo rmat ion not o t h e r w i s e 
available abou t t he cur rent e c o n o m i c s 
o f a bus iness as a s u p p l e m e n t to his-
torical cos t data. A secondary objec-
t ive is to prov ide data abou t t he cur ren t 
c o s t o f i n v e n t o r i e s a n d p r o d u c t i v e 
capac i t y a t t h e ba lance s h e e t da te . 
These are t h e pr incipal opera t ing as-
sets o f m a n y bus inesses . It is recog-
nized that r e p l a c e m e n t cos t does not 
a lways m e a s u r e t h e cur ren t e c o n o m i c 
value o f such assets , but in m o s t cases 
it is a reasonable approx imat ion . 
The C o m m i s s i o n v i e w s its rule as a 
f i rs t s t e p in a p r o c e s s o f p r o v i d i n g 
m o r e mean ing fu l d isc losure abou t cur-
rent e c o n o m i c cos ts and values to in-
ves tors . It be l ieves tha t the rule w i l l 
e n c o u r a g e m e a n i n g f u l e x p e r i m e n t a -
t ion w i t h t h e var ious app roaches to 
p rov id ing s u c h i n f o r m a t i o n , and as 
no ted above it wi l l assist t he FASB in 
address ing t h e broad conceptua l and 
practical issues invo lved. 
The C o m m i s s i o n also bel ieves that the 
rule w i l l p rov ide inves to rs w i t h s ig -
nif icant data n o w unavailable abou t t he 
e f fec t of cu r ren t e c o n o m i c cond i t ions 
on the bus iness. The e f fec t o f inf lat ion 
on m o n e t a r y asse ts and liabilit ies can 
be app rox ima ted f r o m data n o w pub -
licly available, and the cur ren t marke t 
value o f m a r k e t a b l e secur i t ies po r t -
fol ios is requi red t o be d isc losed. W i t h 
the addit ional data p rov ided as a resul t 
o f t h i s ru le , a n a l y s t s and i n v e s t o r s 
shou ld be able t o deve lop a n u m b e r of 
d i f fe ren t m e t h o d s o f analyz ing e c o -
nomic resul ts, such as es t ima t ing t h e 
return on n e w i n v e s t m e n t , calculat ing 
rates o f return on capital based on vary-
ing a s s u m p t i o n s and deve lop ing alter-
nat ive m e a s u r e s o f e c o n o m i c resul ts. 
T h e C o m m i s s i o n cau t ions i n v e s t o r s 
and analysts against s impl is t ic use o f 
t he data p r e s e n t e d . It in tent ional ly de -
t e r m i n e d no t to require the d isc losure 
o f the e f fec t on ne t i n c o m e of calculat-
ing cos t o f sales and deprec ia t ion on a 
cur rent rep lacemen t cos t basis, bo th 
because there are substant ia l t heore t -
ical p r o b l e m s in d e t e r m i n i n g an in -
c o m e e f fec t and because it did no t be-
lieve that users shou ld be encou raged 
to conve r t t he data into a single rev ised 
net i ncome f igure. The data are no t de-
s igned to be a s i m p l e road m a p to the 
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d e t e r m i n a t i o n o f " t r u e i n c o m e . " In 
addi t ion, i n v e s t o r s m u s t u n d e r s t a n d 
that due t o t h e sub jec t i ve j u d g m e n t s 
and the m a n y d i f f e ren t speci f ic fac tua l 
c i r cumstances invo lved, the data w i l l 
not be ful ly c o m p a r a b l e a m o n g c o m -
panies and w i l l be sub jec t to er rors o f 
es t imat ion . 
Legal Exposure of Registrants 
Fina l ly , c o m m e n t a t o r s e x p r e s s e d 
c o n c e r n a b o u t t h e p o s s i b l e l e g a l 
liabilities to w h i c h t h e y w o u l d be ex-
p o s e d as a resu l t o f i n c l u d i n g da ta 
based on s u b j e c t i v e j u d g m e n t s and 
es t ima tes . W h i l e t he C o m m i s s i o n be -
l ieves tha t r e g i s t r a n t s are p r o t e c t e d 
under t he law as it n o w ex is ts if s u c h 
data have a reasonable basis, are pre-
p a r e d w i t h r e a s o n a b l e ca re a n d in 
g o o d fa i t h a n d are a c c o m p a n i e d by 
d isc losure of t h e basis o f thei r ca lcula-
t i o n a n d t h e i m p r e c i s i o n s i n h e r e n t 
there in , it has d e t e r m i n e d to p ropose 
an a m e n d m e n t to Rule 3-17 to m a k e 
th is clear. This p roposa l is be ing i ssued 
fo r c o m m e n t (in S e c u r i t i e s A c t Re-
lease No. 5696) s imu l taneous ly w i t h 
t he adopt ion o f t h e s e a m e n d m e n t s t o 
Regulat ion S-X. 
Effect on Competition 
The C o m m i s s i o n has cons ide red the 
impac t w h i c h t h e f o r e g o i n g a m e n d -
m e n t s to Regula t ion S-X w o u l d have 
upon c o m p e t i t i o n and has conc luded 
that t he preparat ion and d isc losure o f 
rep lacement cos t i n fo rmat ion o f t h e 
t ype in ques t ion to t h e public, inc luding 
regis t rants ' c o m p e t i t o r s , w i l l no t s ig -
nif icantly bu rden c o m p e t i t i o n . In add i -
t ion, t he C o m m i s s i o n has conc luded 
that requir ing t h e s e d isc losures on ly 
by t h o s e c o m p a n i e s w h o s e i n v e n -
to r ies and g r o s s p r o p e r t y , p lant and 
e q u i p m e n t aggrega te $ 1 0 0 mi l l ion or 
more , and w h o s e to ta l inventor ies and 
gross proper ty , p lant and e q u i p m e n t 
are 1 0 % or m o r e o f i ts to ta l assets , w i l l 
not s igni f icant ly b u r d e n the abil i ty o f 
s u c h c o m p a n i e s t o c o m p e t e w i t h 
t h o s e w h i c h d o n o t m e e t t h e s e 
cr i ter ia. In any even t , the C o m m i s s i o n 
has d e t e r m i n e d tha t any poss ib le re-
su l t ing burden wi l l be far o u t w e i g h e d 
by, and is necessary and appropr ia te to 
achieve, t h e i m p o r t a n t benef i ts to in-
ves to rs d i scussed here in . 
Effective Date of Regulation S-X 
Amendments 
The C o m m i s s i o n has d e t e r m i n e d t o 
make Rule 3-17 o f Regulat ion S-X ef-
fec t ive fo r f inancial s t a t e m e n t s cover -
ing f iscal years end ing on or a f te r D e -
c e m b e r 25, 1976, w i t h the excep t ion 
tha t it shall no t apply t o the minera l re-
source asse ts o f c o m p a n i e s e n g a g e d 
in t he ex t rac t ive indust r ies prior t o f is -
cal years end ing on or af ter D e c e m b e r 
25, 1977, nor shall it apply to t he as-
se ts located ou ts ide t h e Nor th A m e r i -
can c o n t i n e n t and the count r ies o f t h e 
European E c o n o m i c C o m m u n i t y pr ior 
to fiscal years end ing on or a f ter De-
c e m b e r 25, 1 9 7 7 , p rov ided tha t t h e 
histor ical cos t and a descr ip t ion o f any 
such asse ts e x c l u d e d f r o m t h e sup-
p lemen ta l r e p l a c e m e n t cos t data are 
d isc losed. 
B. A m e n d m e n t s A d o p t e d 
Regulat ion S-X. 
Rule 3-17. Current Replacement Cost 
Information. ( N e w rule) 
Statement of Objectives. 
The purpose o f th is rule is to prov ide 
in fo rmat ion to inves to rs w h i c h w i l l as-
s ist t h e m in ob ta in ing an unders tand -
ing o f t he cu r ren t c o s t s o f opera t ing 
t h e b u s i n e s s w h i c h c a n n o t be o b -
t a i n e d f r o m h i s to r i ca l c o s t f i nanc ia l 
s t a t e m e n t s t a k e n a lone . Such in for-
m a t i o n w i l l necessa r i l y inc lude s u b -
j e c t i v e e s t i m a t e s a n d it m a y be 
s u p p l e m e n t e d by add i t i ona l d i s c l o -
s u r e s t o a s s i s t i n v e s t o r s in u n d e r -
s tand ing the m e a n i n g o f t h e data in 
part icular c o m p a n y s i tuat ions. A sec-
ondary pu rpose is t o prov ide i n f o r m a -
t ion w h i c h w i l l enable inves tors to d e -
t e r m i n e t h e cu r ren t c o s t o f inventor ies 
and p roduc t i ve capaci ty as a m e a s u r e 
o f t he cu r ren t e c o n o m i c i n v e s t m e n t in 
t h e s e asse ts ex is t ing at the balance 
s h e e t date. 
Exemption. This rule shall not app ly to 
any person w h e r e the total o f inven-
to r ies and g r o s s p rope r t y , p lant and 
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e q u i p m e n t (i.e., b e f o r e d e d u c t i n g ac-
c u m u l a t e d deprec ia t ion , dep le t ion and 
amort izat ion) as s h o w n in t he conso l i -
da ted balance s h e e t at t h e beg inn ing 
o f t he m o s t recen t l y c o m p l e t e d f iscal 
year is less than $ 1 0 0 mi l l ion o r w h e r e 
t h e t o t a l o f i n v e n t o r i e s a n d g r o s s 
proper ty , p lant and e q u i p m e n t is less 
than 10 p e r c e n t o f t h e to ta l asse ts o f 
t he person as s h o w n in t he conso l i -
da ted balance s h e e t at t h e beg inn ing 
o f t he m o s t recent ly c o m p l e t e d f iscal 
year. 
The in fo rmat ion se t f o r th b e l o w shall 
be s h o w n in a n o t e t o t h e f i nanc ia l 
s t a t e m e n t s o r as par t o f a separa te 
sect ion o f t h e f inancial s t a t e m e n t s fo l -
l o w i n g t h e n o t e s . T h e n o t e or t h e 
separate sec t ion m a y be d e s i g n a t e d 
"unaud i ted . " 
(a) The c u r r e n t r e p l a c e m e n t c o s t o f 
inventor ies at each f iscal year e n d fo r 
w h i c h a balance s h e e t is required shall 
be s ta ted. If cu r ren t r e p l a c e m e n t c o s t 
e x c e e d s n e t real izable va lue at t ha t 
date, tha t fac t shall be s ta ted and the 
a m o u n t of t h e e x c e s s d isc losed. 
(b) For t h e t w o m o s t r e c e n t f i s c a l 
years, s tate the approx ima te a m o u n t 
w h i c h cos t o f sales w o u l d have b e e n if 
it had been ca lcu la ted by e s t i m a t i n g 
the cur rent r e p l a c e m e n t cos t o f g o o d s 
and serv ices so ld at t he t i m e s w h e n 
the sales w e r e m a d e . 
(c) State the e s t i m a t e d cur ren t cos t of 
replacing (new) t h e p roduc t i ve capac-
i ty t o g e t h e r w i t h t h e cu r ren t d e p r e -
ciated rep lacemen t cos t o f t he p roduc-
t i ve capac i t y o n h a n d at t h e e n d o f 
each fiscal year fo r w h i c h a balance 
sheet is required. For pu rposes o f th is 
ru le , a s s e t s h e l d u n d e r f i n a n c i n g 
leases as d e f i n e d in Rule 3-16(q) shall 
be included in p roduc t i ve capacity. In 
the case of any ma jo r bus iness s e g -
m e n t s w h i c h the c o m p a n y d o e s no t in-
tend to mainta in b e y o n d the e c o n o m i c 
l ives o f e x i s t i n g a s s e t s , t h e d i s c l o -
sures set f o r t h in Rules 3-17(c) and (d) 
are not requi red prov ided ful l d isc lo-
sure of the facts , a m o u n t s and c i r c u m -
stances is m a d e . 
(d) For t h e t w o m o s t r e c e n t f i sca l 
years, s tate the app rox ima te a m o u n t 
o f deprec ia t ion , dep le t i on and a m o r t i -
z a t i o n w h i c h w o u l d h a v e b e e n re -
c o r d e d if it w e r e e s t i m a t e d o n t h e 
basis o f average cur ren t r e p l a c e m e n t 
c o s t o f p r o d u c t i v e capaci ty. For pur-
p o s e s o f th i s ca lcu la t ion , e c o n o m i c 
lives and salvage va lues cur rent ly used 
in calculat ing histor ical cos t deprec ia -
t i on , d e p l e t i o n or a m o r t i z a t i o n shal l 
genera l ly be u s e d . For asse ts b e i n g 
deprec ia ted, d e p l e t e d or a m o r t i z e d on 
a t i m e exp i red basis, t he s t ra ight - l ine 
m e t h o d shall be u s e d in m a k i n g th is 
ca lcu la t ion . For a s s e t s d e p r e c i a t e d , 
d e p l e t e d or a m o r t i z e d on any o t h e r 
basis (such as use), tha t basis shal l be 
used for th is ca lcu la t ion. 
(e) Descr ibe the m e t h o d s used in de -
t e r m i n i n g t h e a m o u n t s d i s c l o s e d in 
i tems (a) t h r o u g h (d) above. Descr ibe 
w h a t cons idera t ion , if any, w a s g iven in 
responding to i t e m s (a) and (b) to the 
re lated e f f e c t s o n d i rect labor cos t s , 
repairs and m a i n t e n a n c e , ut i l i ty and 
o the r indirect c o s t s as a resul t o f t he 
a s s u m e d r e p l a c e m e n t o f p r o d u c t i v e 
capacity. W h e r e the e c o n o m i c l ives or 
salvage values cur ren t ly used in histor-
ical cos t f inancial s t a t e m e n t s are no t 
used in (d) a b o v e , an exp lana t ion o f 
o t h e r b a s e s u s e d a n d t h e r e a s o n s 
there for shall be d isc losed . If deprec ia -
t i o n , d e p l e t i o n o r a m o r t i z a t i o n e x -
p e n s e is a c o m p o n e n t o f i n v e n t o r y 
cos ts or c o s t o f sales, indicate tha t fact 
a n d c r o s s - r e f e r e n c e t h e a n s w e r fo r 
th is i t e m in i t e m (b) in o r d e r to avoid 
p o t e n t i a l d u p l i c a t i o n in t h e u s e o f 
t hese data. 
(f) Furnish any addi t ional i n fo rma t ion 
— such as the histor ical c u s t o m a r y re-
lat ionships b e t w e e n cos t changes and 
changes in sel l ing pr ices, t he d i f f icu l ty 
and related cos ts (such as t h o s e re-
la ted t o e n v i r o n m e n t a l regu la t i ons ) 
w h i c h m i g h t be e x p e r i e n c e d in replac-
ing p r o d u c t i v e capac i ty — o f w h i c h 
m a n a g e m e n t is aware and w h i c h it be-
lieves is necessary to prevent the above 
in fo rmat ion f r o m be ing mis lead ing . 
This a m e n d m e n t to Regulat ion S-X is 
adop ted pursuant to Sect ions 6, 7, 8, 
10 and 19(a) o f t he Secur i t ies A c t o f 
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1933; Sec t ions 12, 13, 15(d) and 23(a) 
o f t h e S e c u r i t i e s E x c h a n g e A c t o f 
1934; and Sec t ions 5(b), 14 and 20(a) o f 
the Public Ut i l i ty Ho ld ing C o m p a n y A c t 
of 1935. 
Rule 3-17 o f Regu la t ion S-X is e f fec t i ve 
for f inancial s t a t e m e n t s for f iscal years 
end ing on or a f te r D e c e m b e r 25, 1976, 
except tha t t he rule shall be initially ap-
plicable to t he minera l resource asse ts 
of regist rants e n g a g e d in t h e ext rac-
t ive industr ies and to reg is t rants ' as-
sets located ou ts ide t h e Nor th A m e r i -
can con t inen t and the count r ies o f t h e 
European E c o n o m i c C o m m u n i t y in f i -
nancial s t a t e m e n t s for f iscal years e n d -
ing on or a f te r D e c e m b e r 25 , 1977 ; 
provided tha t t he histor ical cos t and a 
d e s c r i p t i o n o f a n y s u c h a s s e t s 
exc luded f r o m t h e s u p p l e m e n t a l re-
p lacement cos t data are d isc losed. 
By the C o m m i s s i o n . 
G e o r g e A. F i t z s i m m o n s 
Secre tary 
SECURITIES ACT OF 1933 
Release No. 5696/March 23, 1976 
SECURITIES EXCHANGE ACT 
OF 1934 
Release No. 12241/March 23, 1976 
PUBLIC UTILITY HOLDING 
COMPANY ACT OF 1935 
Release No. 19438/March 23, 1976 
N O T I C E O F P R O P O S E D A M E N D -
M E N T S U N D E R R E G U L A T I O N S-X 
W I T H RESPECT T O DISCLOSURE OF 
C E R T A I N R E P L A C E M E N T C O S T 
D A T A IN N O T E S T O F I N A N C I A L 
S T A T E M E N T S 
C o m m e n t Dead l ine : M a y 3 1 , 1 9 7 6 
File No. S7-623 
The S e c u r i t i e s a n d E x c h a n g e C o m -
m i s s i o n h e r e b y p u b l i s h e s fo r c o m -
m e n t an a m e n d m e n t to Rule 3-17 o f 
Regulat ion S-X the adop t ion o f w h i c h 
rule w a s c o n c u r r e n t l y a n n o u n c e d in 
A c c o u n t i n g Ser ies Release No . 190 
( R e l e a s e N o s . 3 3 - 5 6 9 5 , 3 4 - 1 2 2 4 0 , 
35 -19437 , M a r c h 23, 1976). The pro-
posed a m e n d m e n t w o u l d m a k e clear 
that pe rsons c o m p l y i n g w i t h t he pro-
v is ions o f Rule 3-17 in d isc los ing cur-
r e n t r e p l a c e m e n t c o s t i n f o r m a t i o n 
w o u l d no t be d e e m e d t o have m a d e an 
" u n t r u e s t a t e m e n t o f a mater ia l f a c t " 
o r a s t a t e m e n t " f a l s e or m i s l e a d i n g 
w i t h respec t t o any mater ia l f a c t , " or to 
have e n g a g e d in o r e m p l o y e d a " m a -
n i p u l a t i v e , d e c e p t i v e , d e c e i t f u l o r 
f r a u d u l e n t d e v i c e , c o n t r i v a n c e , 
s c h e m e , c o u r s e o f bus iness t ransac-
t ion, act o f p r a c t i c e " as those t e r m s 
are used in t h e Secur i t ies Act , Secur i -
t ies Exchange A c t ( "Exchange A c t " ) , 
or the Public Ut i l i ty Ho ld ing C o m p a n y 
Ac t ( "Ho ld ing C o m p a n y A c t " ) or rules 
and regulat ions t h e r e u n d e r . 
The C o m m i s s i o n has p r o p o s e d th is 
a m e n d m e n t because o f the imprec ise 
nature of r e p l a c e m e n t cos t i n fo rma-
t ion and its des i re t o encourage t h e 
d e v e l o p m e n t and d isc losure of such 
in fo rmat ion in g o o d fa i th . In e f fec t , t he 
a m e n d m e n t w o u l d c rea te a " s a f e har-
bor , " insulat ing p e r s o n s f r o m liability 
under t h e federa l secur i t ies laws if, at 
t h e t i m e t h e y d i s c l o s e d c u r r e n t re-
p l a c e m e n t c o s t i n f o r m a t i o n in c o m -
p l iance w i t h t h e p r o v i s i o n s o f Ru le 
3-17 of Regula t ion S-X, such i n fo rma-
t ion (1) had b e e n p repared w i t h rea-
sonable care, (2) had a reasonable fac-
tual basis and r e p r e s e n t e d m a n a g e -
m e n t ' s g o o d fa i th j u d g m e n t , and (3) 
w a s a c c o m p a n i e d b y a s t a t e m e n t 
w h i c h d isc losed t h e basis upon w h i c h 
such i n fo rma t ion w a s calculated and 
the imprec is ions i n h e r e n t the re in . O f 
course, un less m a n a g e m e n t had d is-
c losed all i n fo rma t ion o f w h i c h it w a s 
a w a r e a n d w h i c h it b e l i e v e d w a s 
necessary to p r e v e n t cu r ren t replace-
m e n t cos t i n f o r m a t i o n f r o m be ing m i s -
l e a d i n g , t h e r e q u i r e m e n t s o f R u l e 
3-17(f) o f Regu la t ion S-X w o u l d no t be 
sat is f ied, and t h e " s a f e ha rbo r " w o u l d 
not be avai lable. If t h e rule is adop ted , 
t he C o m m i s s i o n w o u l d evaluate the 
desirabi l i ty o f t h e " s a f e harbor " f r o m 
t i m e - t o - t i m e as its exper ience under 
Rule 3-17 increases. 
The tex t o f t he p r o p o s e d a m e n d m e n t 
is as f o l l o w s : 
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PROPOSED AMENDMENT TO RULE 
3-17 OF REGULATION S-X 
Rule 3-17 o f Regu la t ion S-X shall be 
a m e n d e d by a d d i n g : 
(g) C u r r e n t r e p l a c e m e n t c o s t i n -
fo rma t ion d isc losed in accordance 
w i t h the r e q u i r e m e n t s o f th is rule 
shall be d e e m e d no t t o be an " u n -
t rue s t a t e m e n t o f a mater ia l f a c t , " a 
s t a t e m e n t " f a l s e o r m i s l e a d i n g 
w i t h respec t to any mater ia l f a c t " or 
a " m a n i p u l a t i v e , d e c e p t i v e o r 
f r a u d u l e n t d e v i c e , c o n t r i v a n c e , 
s c h e m e , cou rse o f bus iness , t rans-
act ion, ac t o r p r a c t i c e , " as t h o s e 
t e r m s are used in t h e Secur i t ies A c t 
of 1933, the Secur i t ies Exchange 
A c t o f 1934 , o r t h e Publ ic Ut i l i ty 
Hold ing C o m p a n y A c t o f 1935, or 
rules and regu la t ions the reunder , if 
such in fo rmat ion , at t h e t i m e d is -
c l o s e d — 
(1) H a d b e e n p r e p a r e d w i t h 
reasonable care ; 
(2) H a d a r e a s o n a b l e f a c t u a l 
bas i s a n d r e p r e s e n t e d m a n -
a g e m e n t ' s g o o d fa i th j u d g m e n t ; 
and 
(3) W a s a c c o m p a n i e d b y a 
s t a t e m e n t w h i c h d isc losed t h e 
basis upon w h i c h it w a s ca lcu-
lated and t h e i m p r e c i s i o n s in-
heren t the re in . 
The C o m m i s s i o n has p r o p o s e d t h e 
fo rego ing a m e n d m e n t pursuant to its 
au thor i t y u n d e r S e c t i o n 19(a) o f t h e 
Secur i t ies A c t of 1933, Sec t ions 3(b) 
a n d 23(a) (1) o f t h e S e c u r i t i e s Ex-
change A c t o f 1934, and Sect ion 20 of 
t he Public Ut i l i ty Ho ld ing C o m p a n y A c t 
o f 1935. In addi t ion to t he def in i t ional 
au tho r i t y p r o v i d e d t h e r e i n , S e c t i o n 
19(a) o f t h e S e c u r i t i e s A c t , S e c t i o n 
23(a)(1) o f t h e Exchange Act , and Sec-
t ion 20(d) of t h e Ho ld ing C o m p a n y A c t 
s p e c i f i c a l l y p r o v i d e t h a t no l iab i l i t y 
under those A c t s "sha l l apply to any 
ac t d o n e or o m i t t e d in g o o d fa i t h in 
c o n f o r m i t y " w i t h any rule or regulat ion 
of t he C o m m i s s i o n . 
Pursuant t o Sect ion 23(a)(2) of t h e Ex-
change Act , t h e C o m m i s s i o n has c o n -
s idered the e f fec t that t h e p roposed 
a m e n d m e n t w o u l d have o n c o m p e t i -
t ion and is no t aware , at th is t i m e , o f 
any burden that such a m e n d m e n t , if 
adop ted , w o u l d i m p o s e o n c o m p e t i -
t i on no t necessa ry o r appropr ia te in 
f u r t h e r a n c e of t h e p u r p o s e s o f t h a t 
Ac t . H o w e v e r , t he C o m m i s s i o n spec i -
fically invi tes c o m m e n t as to t h e an t i -
compe t i t i ve e f fec ts , if any, t he p ropo-
sal likely w o u l d engender . 
Al l i n te res ted p e r s o n s are inv i ted t o 
s u b m i t their v i e w s and c o m m e n t s on 
the fo rego ing proposal , in w r i t i ng , to 
G e o r g e A. F i t z s i m m o n s , S e c r e t a r y , 
Secur i t ies and Exchange C o m m i s s i o n , 
W a s h i n g t o n , D.C. 20549 , on or be fore 
M a y 3 1 , 1976. Such c o m m u n i c a t i o n s 
shou ld refer to File No. S7-623 and wi l l 
be available for publ ic inspect ion. 
By the C o m m i s s i o n . 
George A. F i t zs immons 
Secretary 
STAFF ACCOUNTING BULLETIN 
Release No. 7/March 23, 1976 
Not ice of Publ icat ion o f Staff A c c o u n t -
ing Bul let in No. 7 
T h e Div is ion of Corpo ra t ion F inance 
and the Of f ice o f t h e Chief A c c o u n t a n t 
t o d a y a n n o u n c e d t h e pub l i ca t i on o f 
Staff A c c o u n t i n g Bul le t in No. 7. T h e 
s t a t e m e n t s in t he Bul let in are not rules 
or in terpreta t ions o f t he C o m m i s s i o n 
nor are they pub l ished as bear ing the 
C o m m i s s i o n ' s off ic ial approval ; t h e y 
r e p r e s e n t i n t e r p r e t a t i o n s a n d p rac -
t ices f o l l o w e d by the Div is ion and t h e 
Chief A c c o u n t a n t in admin is te r ing the 
d isc losure r e q u i r e m e n t s of t he federa l 
secur i t ies laws. 
Staf f A c c o u n t i n g Bul le t in No. 7 p ro -
v ides i n t e r p r e t a t i o n s o f A c c o u n t i n g 
Series Release No. 190. This release 
(the adopt ion of Rule 3-17 o f Regula-
t ion S-X) requires the d isc losure o f re-
p lacement cos t data by certain regis-
t rants e f fec t i ve fo r years end ing on or 
af ter D e c e m b e r 25, 1976. 
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TOPIC 6: INTERPRETATIONS OF A C -
COUNTING SERIES RELEASES 
I. A C C O U N T I N G SERIES R E L E A S E 
NO. 1 9 0 — R e l a t i n g to A m e n d m e n t s t o 
Regulat ion S-X Requir ing Disc losure o f 
Rep lacement Cos t Data (Rule 3-17) 
General Facts: 
A c c o u n t i n g Ser ies Release No. 190 
a m e n d s Regulat ion S-X by es tab l ish-
ing Rule 3-17 t h e r e t o w h i c h calls fo r 
t h e d i s c l o s u r e o f r e p l a c e m e n t c o s t 
data for regis t rants w h o s e inventor ies 
and gross proper ty , plant and equ ip -
m e n t exceeds certain a m o u n t s . Data 
required to be d isc losed are: 
(1) Cur rent r e p l a c e m e n t cos t o f 
inventor ies; 
(2) Cost o f sales c o m p u t e d on 
t h e bas is o f t h e r e p l a c e m e n t 
cos t o f t he g o o d s or services at 
the t i m e of sale; 
(3) G r o s s ( n e w ) a n d d e p r e -
ciated rep lacement cos t o f p ro-
duct ive capaci ty ; and 
(4) Deprec ia t ion, dep le t ion and 
amor t i za t ion e x p e n s e o n a re-
p lacemen t cos t basis. 
In a d d i t i o n a d e s c r i p t i o n o f t h e 
m e t h o d s e m p l o y e d and the p resen ta -
t i o n o f o t h e r i n f o r m a t i o n o f w h i c h 
m a n a g e m e n t is a w a r e and w h i c h it 
bel ieves is necessary t o p reven t t h e 
rep lacement cos t data f r o m being m i s -
leading are requi red. Rule 3-17 is ef-
f e c t i v e fo r y e a r s e n d i n g o n or a f t e r 
D e c e m b e r 25, 1976. 
1. Def in i t ions and Concep ts 
a. Replacement Cost 
Facts: 
Rule 3-17 r e q u i r e s va r ious r e p l a c e -
m e n t cos t data. 
Question: 
W h a t is the def in i t ion o f rep lacemen t 
cost? 
Interpretive Response: 
For purposes of th is rule, rep lacement 
cos t is t he l o w e s t a m o u n t that w o u l d 
have to be paid in t he norma l course o f 
b u s i n e s s to o b t a i n a n e w a s s e t o f 
e q u i v a l e n t o p e r a t i n g or p r o d u c t i v e 
capability. In the case of deprec iab le , 
dep le tab le or amor t izab le assets , re-
p l a c e m e n t c o s t (new) and deprec ia ted 
r e p l a c e m e n t c o s t s h o u l d be d i s t i n -
g u i s h e d . R e p l a c e m e n t cos t ( n e w ) is 
t he total e s t i m a t e d cur ren t cos t o f re-
placing total p roduc t i ve capaci ty at t he 
e n d of the year w h i l e deprec ia ted re-
p l a c e m e n t c o s t is t h e r e p l a c e m e n t 
cos t (new) ad jus ted for t h e already ex-
pired serv ice potent ia l of such assets . 
b. Productive Capacity 
Facts: 
Rule 3-17 speaks in t e r m s of " p r o d u c -
t ive capacity." 
Question 1: 
W h a t is t he d e f i n i t i o n of p r o d u c t i v e 
capacity? 
Interpretive Response: 
Product ive capac i ty is a m e a s u r e m e n t 
o f a c o m p a n y ' s abi l i ty to p roduce and 
dis t r ibute. The p roduc t i ve capaci ty of a 
m a n u f a c t u r e r w o u l d be m e a s u r e d by 
the n u m b e r of un i ts it can present ly 
p roduce and d i s t r i bu te w i t h i n a par t icu-
lar t i m e f r a m e ; in t he case of a te le-
phone company, fo r examp le , it w o u l d 
be a m e a s u r e m e n t o f t h e n u m b e r of 
te lephone calls it can present ly c o m -
plete w i t h i n a ce r ta in t i m e f r a m e . 
Question 2: 
D o e s p r o d u c t i v e c a p a c i t y i n c l u d e 
land? 
Interpretive Response: 
For the p u r p o s e s o f Rule 3-17 land is 
not inc luded in an en te rp r i se 's p roduc-
t ive capaci ty un less it is c o n s u m e d in 
t he p roduc t ion p rocess (in w h i c h case 
it w o u l d likely be d e p l e t e d in t h e histor-
ical cos t f inancial s t a t e m e n t s ) . 
Question 3: 
Does p roduc t i ve capac i ty include in-
tangib le assets? 
Interpretive Response: 
No. 
c. Approaches to Replacement Cost 
Facts: 
The rule requires d isc losure o f cur ren t 
rep lacement c o s t o f p roduc t i ve capac-
ity. This c o n c e p t can be approached in 
a n u m b e r o f w a y s . 
Question 1: 
W h a t approach to r e p l a c e m e n t cos t is 
c o n t e m p l a t e d by t h e rule? 
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Interpretive Response: 
T h e r e is n o s i m p l e c o n c e p t o f r e -
p lacemen t c o s t w h i c h w i l l be appl ica-
ble in every c i r c u m s t a n c e . In genera l , 
rep lacement c o s t o f p roduc t i ve cap-
a c i t y m e a n s t h e c o s t o f r e p l a c i n g 
capacity w i t h i n t h e ex is t ing b u s i n e s s 
f r a m e w o r k o f t h e e n t i t y . T h u s re -
p l a c e m e n t c o s t d o e s n o t g e n e r a l l y 
c o n t e m p l a t e a s ingle t i m e c o m p l e t e 
rep lacement o f tota l capaci ty w h i l e t o -
tal ly ignor ing t h e s t ruc tu re o f t h e bus i -
ness as it e x i s t s . Ne i the r d o e s it m e a n 
r e p l a c e m e n t o f each of t h e spec i f i c 
assets current ly o w n e d un less tha t is 
t h e w a y in w h i c h the bus iness gener-
ally replaces i ts capaci ty. Rather, re-
p lacemen t cos ts shou ld be based on 
t h e e n t i t y ' s n o r m a l a p p r o a c h to re-
p l a c e m e n t o f capacity. 
Question 2: 
D o e s t h i s a p p r o a c h requ i re t h e re-
eng ineer ing o f p roduc t i ve capaci ty so 
as to d e t e r m i n e r e p l a c e m e n t cos t? 
Interpretive Response: 
S o m e re -eng ineer ing w o u l d normal ly 
be necessary e v e n t h o u g h a c o m p l e t e 
re-eng ineer ing o f t h e ent i re p roduc t i ve 
capaci ty w o u l d s e l d o m be requi red. 
In requir ing reg is t ran ts t o repor t t h e 
rep lacement cos t o f the i r p roduc t i ve 
capacity, it w a s not t h e C o m m i s s i o n ' s 
in tent to require a de novo approach to 
thei r bus iness. Bes ides be ing imprac-
t ical it w o u l d b e unreal ist ic in t ha t t h e 
p roduc t i ve capac i t y w o u l d rarely be 
replaced in t ha t f a s h i o n . O n e ma jo r 
public ut i l i ty desc r ibed the i r approach 
(wh ich the s taf f be l ieves is reasonable) 
as f o l l o w s : 
" I n d e t e r m i n i n g r e p l a c e m e n t c o s t 
data, t h e s e c o m p a n i e s p e r f o r m e d an 
a s s e t - b y - a s s e t e v a l u a t i o n t o d e t e r -
m i n e t h e appropr ia te r e p l a c e m e n t v e -
hicle. It w a s a s s u m e d tha t each asse t 
w a s replaced w i t h t h e m o s t up- to -da te 
plant available on D e c e m b e r 3 1 , 1974. 
No a t t e m p t w a s m a d e to re -eng ineer 
o r re-design t h e ex is t ing plant as a to ta l 
in tegrated s y s t e m s ince the a s s u m p -
t i o n s u n d e r l y i n g s u c h an a p p r o a c h 
w o u l d be tota l ly unreal ist ic, i.e., fu tu re 
rep lacement o f p lant w i l l occur on an 
asset -by-asset basis and not in to ta l -
ity. The approach f o l l o w e d resul ts in 
rep lacemen t cos t data w h i c h real ist i-
cally m e a s u r e s t h e e c o n o m i c w o r t h o f 
o u r p roduc t i ve capaci ty." 
In t h o s e s i t u a t i o n s w h e r e m a n a g e -
m e n t in tends t o replace ex is t ing pro-
duct ive capac i ty t h r o u g h conso l ida t ion 
o f opera t ing uni ts , t h e n the replace-
m e n t c o s t d a t a s h o u l d r e f l e c t t h i s 
in tent . 
Question 3: 
W h e r e the reg is t rant does no t i n tend 
to replace part icular e l e m e n t s o f p ro-
duct ive capaci ty (such as a plant), d o e s 
d isc losure o f r e p l a c e m e n t cos t o f tha t 
e l e m e n t have t o be made? 
Interpretive Response: 
In general , as long as the c o m p a n y in-
t e n d s to ma in ta in i ts to ta l p roduc t i ve 
capaci ty, d i s c l o s u r e o f r e p l a c e m e n t 
cos ts shou ld be m a d e e v e n if par t i cu-
lar e l e m e n t s w h i c h cur rent ly m a k e up 
that capaci ty are not go ing to be re-
p laced. If t h e c o m p a n y in tends to re-
d u c e its capac i t y mate r ia l l y t h r o u g h 
t h e a b a n d o n m e n t or sale of s igni f icant 
f a c i l i t i e s , d i s c l o s u r e o f t h e f a c t s , 
a m o u n t s and c i r c u m s t a n c e s m a y be 
m a d e in lieu o f p rov id ing rep lacemen t 
c o s t data under t h e excep t ion inc luded 
in Rule 3-17(c). 
2. General 
a. Recognition of Uncertainties in Es-
timation 
Facts: 
It is clearly recogn ized tha t the da ta re-
qui red to be p r e s e n t e d are d e p e n d e n t 
upon m a n y sub jec t i ve j u d g m e n t s and 
tha t e s t i m a t e s by d i f f e ren t peop le w i l l 
vary. 
Question: 
Is a s ingle n u m b e r required to be pre-
s e n t e d in a n s w e r t o t h e r e q u i r e d 
amoun t? 
Interpretive Response: 
No. Data m a y be s t a t e d in t e r m s o f 
ranges . W h e r e n e c e s s i t a t e d b y t h e 
d e g r e e o f u n c e r t a i n t y , r e g i s t r a n t s 
should s u p p l e m e n t t h e descr ip t ion o f 
m e t h o d s used w i t h d iscuss ion o f t h e 
fac ts caus ing the inheren t imprec is ion 
o f the data. 
b. Disclosure in Annual Reports to 
Shareholders 
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Facts: 
The e f f e c t o f R u l e s 14a-3(b)(2) a n d 
14c-3(b)(2) o f t h e P r o x y Ru les is t o 
r e q u i r e t h a t f i n a n c i a l s t a t e m e n t s 
conta ined in A n n u a l Repor ts t o Share-
holders no t vary s ign i f icant ly f r o m f i -
nancial s t a t e m e n t s c o n t a i n e d in re-
por ts f i led w i t h t h e C o m m i s s i o n . 
Question: 
Does the staf f be l ieve t h e in fo rmat ion 
required by Rule 3-17 m u s t be inc luded 
in the Annua l Repor t to Shareholders? 
Interpretive Response: 
The staf f be l ieves tha t f inancial s ta te -
m e n t s in t he annual repor ts o f regis-
t ran ts requ i red t o c o m p l y w i t h Ru le 
3-17 should i n fo rm inves tors abou t t h e 
impact o f changes in t he pr ices of s p e -
cific goods and se rv i ces on t h e c o m -
pany, but it recognizes tha t t he spec i f ic 
data required by the rule w i l l be used 
pr imar i ly by s o p h i s t i c a t e d i n v e s t o r s 
and profess ional ana lys ts w h o can be 
expec ted to avail t h e m s e l v e s o f t h e 
c o m p a n y ' s 10-K repor t . It is t he s t a f f ' s 
v iew, there fore , tha t all o f the i n f o r m a -
t ion need no t be inc luded in t he Annua l 
Repor t to Shareho lders . It w o u l d be 
sat is factory if t he n o t e s to t he f inancial 
s t a t e m e n t s con ta in a genera l ized de -
scr ipt ion o f t he i m p a c t o f changes in 
the pr ices o f speci f ic g o o d s and se rv -
ices on the reg is t rant and a re ference 
t o t h e r e p l a c e m e n t c o s t d a t a c o n -
ta ined in t he 10-K. Such a genera l ized 
descr ip t ion n e e d no t con ta in any spe -
cific quant i ta t ive data . 
c. Furnishing of Data in Supporting 
Financial Statements 
Facts: 
Separate f inancial s t a t e m e n t s o f s u b -
sidiar ies (bo th c o n s o l i d a t e d and u n -
c o n s o l i d a t e d ) a n d o f c o m p a n i e s in 
w h i c h a regis t rant has an equ i ty inter-
es t are required to be f i led under cer-
tain cond i t ions . 
Question: 
Should f inancia l s t a t e m e n t s o f s u c h 
e n t i t i e s i n c l u d e r e p l a c e m e n t c o s t 
data? 
Interpretive Response: 
Yes, unless t h e y are e x e m p t by v i r tue 
o f having inventor ies and gross p rop-
erty, plant and e q u i p m e n t under $100 
mil l ion or 1 0 % of to ta l asse ts (meas -
ured by re fe rence t o t h e a m o u n t s in 
the separate f inancia l s t a t e m e n t s o f 
t he subsid iary or inves tee) . 
d . Effect of Pooling of Interests on 
Reporting Requirements 
Facts: 
A c o m p a n y p resen t l y e x e m p t by rea-
son o f size m a y lose tha t e x e m p t i o n 
by p a r t i c i p a t i n g in a b u s i n e s s c o m -
binat ion. 
Question: 
If, as a result of a pool ing of interests, 
t he c o m b i n e d e n t i t y ' s agg rega te in -
ven tor ies and g r o s s proper ty , p lant and 
e q u i p m e n t at t h e beg inn ing of t h e f is-
cal year e x c e e d s $100 mi l l ion and 1 0 % 
o f b e g i n n i n g o f t h e y e a r c o m b i n e d 
total assets , w i l l t h e c o m b i n e d en t i t y 
b e requ i red t o d i s c l o s e r e p l a c e m e n t 
cos t in fo rmat ion? 
Interpretive Response: 
Yes, t h e c o m b i n e d c o m p a n y is re-
q u i r e d t o i nc lude r e p l a c e m e n t c o s t 
data at i ts f i rs t f iscal yea r e n d because 
it did not m e e t t h e e x e m p t i v e require-
m e n t s at t he beg inn ing o f tha t f iscal 
year. 
3. R e p l a c e m e n t C o s t of Inventor ies 
a. Inventory Supply Contracts 
Facts: 
A c o m p a n y m a y have con t rac ts fo r t h e 
purchase of i nven to ry at a price sub -
s tant ia l l y d i f f e r e n t f r o m c u r r e n t re -
p l a c e m e n t cos t . 
Question: 
Should the c o m p a n y use the con t rac t 
price or cu r ren t m a r k e t pr ice in arr iv ing 
at t he cur ren t r e p l a c e m e n t cos t o f its 
total inventory? 
Interpretive Response: 
If the c o n t r a c t runs fo r a long t e r m 
(e.g., m o r e than t w o years b e y o n d t h e 
ba lance s h e e t d a t e ) , t h e c o m p a n y 
shou ld use t h e c o n t r a c t pr ice in t h e 
calculat ion. It s h o u l d d isc lose the na-
ture and t e r m s of t h e con t rac t if t h e in-
v e n t o r y acqu i red is a substant ia l inpu t 
to t he p roduc t ion p r o c e s s . If t he sup -
ply con t rac t has on ly a shor t t i m e to 
run and t h e pr ice paid var ies mater ia l ly 
f r o m y e a r - e n d m a r k e t p r i c e s , t h e 
year-end m a r k e t p r i ces s h o u l d be u s e d 
in d e t e r m i n i n g r e p l a c e m e n t cost . 
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b. Alternative Methods 
Facts: 
Frequent ly t he FIFO m e t h o d of c o m -
p u t i n g y e a r - e n d i n v e n t o r i e s w i l l a p -
p r o x i m a t e t h e r e p l a c e m e n t c o s t o f 
such inventor ies and t h e LIFO m e t h o d 
o f c o m p u t i n g c o s t o f sales w i l l approx-
imate the r e p l a c e m e n t cos t m e t h o d of 
c o m p u t i n g c o s t o f sales. 
Question: 
Are such m e t h o d s acceptab le subs t i -
t u tes for r e p l a c e m e n t cost? 
Interpretive Response: 
Any m e t h o d w i l l be acceptab le if it re-
sults in a m o u n t s w h i c h do no t m a t e -
rially d i f fer f r o m a m o u n t s c o m p u t e d 
us ing r e p l a c e m e n t cos t . However , it 
w i l l not be acceptab le t o s imp ly use 
FIFO and LIFO a m o u n t s w i t h o u t assur-
ing tha t t h e y do no t d i f fer mater ia l ly 
f r o m rep lacement cos t a m o u n t s . 
c. Obsolete or Discontinued Inven-
tory 
Question: 
Is it n e c e s s a r y to c o m p u t e replace-
m e n t cost on obso le te or d i scon t inued 
inventory i t ems? 
Interpretive Response: 
No. Obso le te or d i scon t inued inven-
to ry i tems shou ld be set f o r t h sepa-
rately and no t inc luded in r e p l a c e m e n t 
cos t calculat ions. These i t e m s are no t 
p a r t o f t h e c o n t i n u i n g p r o d u c t i o n 
process and t h u s are no t essent ia l t o 
con t inu ing bus iness opera t ions . 
4. Cost of Sales on R e p l a c e m e n t Cost 
Basis 
a. Use of Year-End Costs 
Facts: 
Rule 3-17(b) requi res tha t rep lacement 
cos t basis cos t of sales be c o m p u t e d 
" b y e s t i m a t i n g the r e p l a c e m e n t c o s t 
of goods and se rv i ces sold at t he t i m e 
w h e n the sales w e r e m a d e . " 
Question 1: 
Is it acceptab le t o c o m p u t e replace-
m e n t c o s t basis c o s t o f sales on t h e 
basis o f year e n d cos ts? 
Interpretive Response: 
C o m p u t i n g cos t o f g o o d s so ld on the 
basis o f e n d - o f - p e r i o d r e p l a c e m e n t 
cost o f all g o o d s so ld dur ing the per iod 
wi l l not m e e t t h e ob jec t i ves of th is d is-
c losure s ince it w o u l d no t prov ide in-
fo rma t ion abou t t h e re lat ionships be-
t w e e n s a l e s d u r i n g t h e r e p o r t i n g 
per iod and c o s t o f sales at t h e t i m e 
w h e n such sales w e r e m a d e and t h u s 
w o u l d not ind icate the impac t o f pr ice 
c h a n g e s o n o p e r a t i o n s d u r i n g t h e 
per iod . To t h e e x t e n t that t he re lat ion-
sh ips w h i c h ex i s t on a r e p l a c e m e n t 
cos t basis du r ing t h e per iod are no t in-
dicat ive o f t h e re lat ionships ex is t ing at 
the e n d of t h e per iod or w h i c h are an-
t i c i p a t e d , s u c h f a c t s s h o u l d be d i s -
c losed. 
Question 2: 
Is it acceptab le t o e s t i m a t e replace-
m e n t cost data for cos t of sales on the 
basis o f average cos t levels t h r o u g h -
ou t the year rather than by t r y ing to 
calculate r e p l a c e m e n t cos t at t h e t i m e 
sales w e r e made? 
Interpretive Response: 
Yes. Var ious m e t h o d s o f e s t i m a t i n g 
and approx ima t ing m a y be appropr ia te 
based on the fac ts o f each case. Regis-
t ran ts should d isc lose the i r m e t h o d s 
of es t ima t ion . 
5. L im i ted Use A s s e t s 
Facts: 
M a n y assets m a y relate only to a o n e -
t i m e p ro jec t s u c h as a c o n s t r u c t i o n 
cont rac t for a c o n t r a c t o r or a research 
and d e v e l o p m e n t pro ject for a c o m -
pany in a h i g h - t e c h n o l o g y indus t ry . 
O t h e r asse ts m a y be so un ique tha t 
thei r rep lacemen t c o s t is not relevant 
(e.g. , ar t o b j e c t s , h igh l y s u c c e s s f u l 
m o t i o n p ic tures, etc.) . 
Question: 
Is rep lacement c o s t data on such as-
sets required? 
Interpretive Response: 
There is no o n e a n s w e r that w i l l cove r 
all s i tua t ions ; each is d e p e n d e n t upon 
the c i r cums tances . For examp le , if a 
b u i l d i n g c o n t r a c t o r e n g a g e s in a 
n u m b e r o f s imi lar pro jects and t rans-
fe rs p e r s o n n e l a n d e q u i p m e n t f r o m 
one pro ject t o t h e next , rep lacement 
c o s t c o n c e p t s a p p e a r a p p r o p r i a t e . 
However , if e q u i p m e n t is a s s e m b l e d 
t o c o m p l e t e a s ingle pro ject and it ap-
pears that m a n a g e m e n t w i l l d i spose of 
the e q u i p m e n t u p o n c o m p l e t i o n be-
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cause it w i l l have no f u r t h e r use fo r it, 
t hen using a h istor ical cos t basis m a y 
be appropr ia te. A c c o r d i n g l y , individual 
projects m u s t be a s s e s s e d to deter-
mine if t hey g ive rise to a un ique, o n e -
t ime opera t ing cyc le relat ive to t he par-
t icular bus iness . Histor ical c o s t m a y 
be a p p r o p r i a t e o n l y w h e n e x i s t i n g 
p r o j e c t s w o u l d n o t o r d i n a r i l y be 
replaced w i t h o t h e r s imi lar pro jec ts . 
To the ex ten t tha t cos t o f sales in t h e 
h i s t o r i c a l f i n a n c i a l s t a t e m e n t s i n -
c ludes cos t o f individual p ro jec ts o f a 
unique sor t w h i c h do no t require t h e 
a c q u i s i t i o n o f g o o d s a n d s e r v i c e s 
w h i c h are regularly used in t h e regis-
t rant 's p roduc t ion process, such as is 
t he case in m a n y research p ro jec ts , 
the h istor ical c o s t o f t h e s e p r o j e c t s , 
s h o u l d be u s e d . If, h o w e v e r , s u c h 
projects require t h e use o f s tandard 
inputs acqui red dur ing the cou rse o f 
t h e pro jec t , c u r r e n t i n p u t c o s t da ta 
should be d e v e l o p e d e v e n if t he p rod -
ucts are un ique or unusua l in nature. 
The value o f spec i f i c asse ts w h i c h are 
h ighly un ique in t h e i r e c o n o m i c and 
opera t iona l c h a r a c t e r i s t i c s ( such as 
the examp les g iven) is f requen t l y unre-
lated to the i r r e p l a c e m e n t c o s t s . In 
such instances, t h e s e asse ts m a y be 
repor ted at histor ical cos t . D isc losure 
o f t h e c u r r e n t v a l u e o f s u c h a s s e t s 
may be useful t o inves to rs and is e n -
couraged, bu t it is no t requi red by th is 
rule. In any ins tance w h e r e histor ical 
cos t data are g i ven in l ieu o f replace-
m e n t cost , t he re shou ld be ful l d isc lo-
sure o f the a m o u n t s and the reason 
rep lacement cos t data are no t g iven . 
6. R e p l a c e m e n t C o s t o f P r o d u c t i v e 
Capacity 
a. Minor and Expensed Assets 
Facts: 
M a n y c o m p a n i e s e x p e n s e m i n o r as-
sets (e.g., tooling) w h i c h over a per iod 
of t i m e may accumu la te to a mater ia l 
amoun t . 
Question: 
Shou ld such i t e m s be c o n s i d e r e d in 
de te rm in ing the r e p l a c e m e n t c o s t o f 
an en terpr ise 's p roduc t i ve capaci ty? 
Interpretive Response: 
General ly t h e s ta f f be l ieves tha t t h e 
basis o f r e p o r t i n g r e p l a c e m e n t c o s t 
data shou ld be t h e s a m e as tha t used 
for h is tor ica l c o s t da ta . H o w e v e r , if 
s u c h a m o u n t s a r e s i g n i f i c a n t , a n d 
m a n a g e m e n t be l ieves tha t the i r d is-
c losure w o u l d be use fu l t o investors , 
t he r e p l a c e m e n t c o s t s h o u l d be re-
p o r t e d s e p a r a t e l y a n d t h e f a c t t h a t 
such a m o u n t s have no t b e e n inc luded 
in h is tor ica l c o s t p roper ty , p lant and 
e q u i p m e n t shou ld be d isc losed . 
b. Fully Depreciated Assets 
Facts: 
Registrant has asse ts w h i c h are still in 
use a l though ful ly deprec ia ted. 
Question 1: 
In comp ly ing w i t h t h e requ i rements of 
Rule 3-17(c) shou ld the rep lacement 
cos t o f ful ly deprec ia ted assets be dis-
closed? 
Interpretive Response: 
Yes. T h e ru le r e q u i r e s t h a t t h e re-
p l a c e m e n t c o s t (new) o f p roduc t i ve 
capacity be d isc losed and s ince t h e s e 
a s s e t s are st i l l a par t o f p r o d u c t i v e 
capacity, the i r rep lacement cos t (new) 
should be d isc losed. 
Question 2: 
S h o u l d d e p r e c i a t i o n e x p e n s e c o m -
puted on a rep lacemen t cos t basis be 
a d j u s t e d t o re f lec t d e p r e c i a t i o n f o r 
ful ly deprec ia ted asse ts still in use? 
Interpretive Response: 
The disclosure required by Rule 3-17(d) 
of " t he a m o u n t o f deprec ia t ion w h i c h 
w o u l d have b e e n acc rued if it w e r e 
e s t i m a t e d o n t h e b a s i s o f c u r r e n t 
r e p l a c e m e n t c o s t " w o u l d n o t be 
changed but if such assets w e r e s ig-
nif icant in a m o u n t , t he registrant pre-
sumab ly w o u l d conc lude that supp le -
menta l in fo rmat ion shou ld be g iven in 
r e s p o n d i n g t o t h e r e q u i r e m e n t s o f 
Rule 3-17(f). Such d isc losure m i g h t in-
c lude an e s t i m a t e o f t h e a m o u n t of 
depreciat ion w h i c h w o u l d have b e e n 
a c c r u e d if f u l l y d e p r e c i a t e d a s s e t s 
w e r e still be ing deprec ia ted at a rate 
re f lec t ing cu r ren t e s t i m a t e s o f t he i r 
economic life. 
7. Deprec ia t ion on Rep lacement Cost 
Basis 
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a. Use of Straight-Line Method 
Facts: 
Rule 3-17(d) requires that deprec ia t ion 
based on average current rep lacement 
c o s t sha l l b e c a l c u l a t e d u s i n g a 
straight- l ine m e t h o d if depreciat ion is 
recorded on a t i m e expi red basis in t he 
historical cos t f inancial s t a t e m e n t s . 
Question 1: 
W h e r e histor ical cos t deprec iat ion is 
calculated o n an accelerated basis can 
the rep lacement cos t deprec iat ion also 
be calculated on th is s a m e basis? 
Interpretive Response: 
Depreciat ion e x p e n s e calculated on an 
accelerated basis may be d isc losed, 
but the amoun t calculated on a straight-
line basis m u s t also be p r e s e n t e d . 
Question 2: 
W h e n rep lacement cos t for the cur rent 
yea r is d i f f e r e n t f r o m t h e p r e v i o u s 
year, shou ld t h e prior year ' s deprec ia-
t ion o n a rep lacement cos t basis be re-
stated? 
Interpretive Response: 
No. A l t h o u g h total deprec iat ion m a y 
need to be ad jus ted to arrive at depre-
c ia ted rep lacement cost , (as required 
by Rule 3-17(c)), t he a m o u n t s h o w n for 
t h e p r e c e d i n g year , b a s e d o n t h a t 
y e a r ' s c u r r e n t r e p l a c e m e n t c o s t , 
shou ld not be restated. 
Question 3: 
Can average cur rent rep lacement cos t 
depreciat ion be calculated using be-
g inn ing and e n d of year a m o u n t s for 
depreciable p roduc t ive capacity? 
Interpretive Response: 
Yes, and approx imat ions m a y be used 
for assets acqui red dur ing the per iod . 
b. Economic Lives 
Facts: 
Rule 3-17(d) requires tha t rep lacement 
c o s t d e p r e c i a t i o n c a l c u l a t i o n s b e 
b a s e d g e n e r a l l y o n e c o n o m i c l i ves 
used in calculat ing historical cos t de-
preciat ion. 
Question: 
Should e s t i m a t e s o f e c o n o m i c life be 
c h a n g e d fo r p u r p o s e s o f c o m p u t i n g 
rep lacement cos t deprec ia t ion w h e n it 
appears that t he e s t i m a t e s being used 
for historical cos t deprec iat ion are no 
longer accurate? 
Interpretive Response: 
General ly accep ted account ing pr inc i -
p les require tha t w h e n t h e original es -
t i m a t e o f e c o n o m i c life used for pur-
p o s e s o f ca lcu la t ing deprec ia t ion no 
longer ref lects t he cur rent es t ima te o f 
t h e usefu l l i fe o f t h e asset , t h e l i fe 
u s e d in t h e c a l c u l a t i o n s h o u l d be 
c h a n g e d t o r e f l e c t u p - t o - d a t e e s t i -
m a t e s a n d t h e r e m a i n i n g u n d e p r e -
ciated cos t of t he asset shou ld be allo-
c a t e d on a s y s t e m a t i c a n d ra t iona l 
basis over t h e remain ing life. There-
f o r e , a n y c h a n g e in e c o n o m i c l i fe 
shou ld no t resul t f r o m r e p l a c e m e n t 
cos t requ i rements but f r o m chang ing 
e s t i m a t e s o f e c o n o m i c c o n d i t i o n s 
relat ing to t h e asset . The rule d o e s 
no t c o n t e m p l a t e any specia l r e v i e w 
o f e c o n o m i c l i v e s n o t o t h e r w i s e 
required. 
Facts: 
In es t ima t ing t h e rep lacement cos t o f 
product ive capacity, t he registrant has 
a s s u m e d the rep lacement o f cur rent 
e q u i p m e n t w i t h technological ly m o r e 
a d v a n c e d e q u i p m e n t w h i c h is e x -
pec ted t o have a longer life than t h e 
e q u i p m e n t w h i c h it replaces. 
Question: 
In c o m p u t i n g rep lacement cos t depre -
ciat ion, shou ld the e c o n o m i c life o f t he 
n e w e q u i p m e n t o r t h e e q u i p m e n t 
being replaced be used? 
Interpretive Response: 
Rule 3-17(d) prov ides that in m a k i n g 
the calculat ion, e c o n o m i c life used in 
calculat ing histor ical cos t deprec ia t ion 
" s h a l l g e n e r a l l y b e u s e d . " In m o s t 
cases, there fo re , t he life o f t he equ ip -
m e n t being replaced should be used 
w i t h appropr ia te d isc losure of t he pos -
sible e f fec t on cos t o f t he longer eco -
nomic life o f n e w e q u i p m e n t . If a regis-
t rant fee ls tha t because of unusual cir-
c u m s t a n c e s such an approach w o u l d 
d is tor t t he data p resen ted in t e r m s of 
t h e o b j e c t i v e s a r t i c u l a t e d b y t h e 
C o m m i s s i o n fo r requir ing the d isc lo-
sure, it m a y m a k e t h e basic calculat ion 
on the basis o f t he e c o n o m i c life o f t he 
n e w e q u i p m e n t w i t h full d isc losure o f 
t he reasons for this decis ion and its ef-
fec t o n the data p resen ted . It shou ld 
be no ted tha t if t he n e w e q u i p m e n t 
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provides for a substant ia l increase in 
product ive capaci ty d u e to techno log i -
cal i m p r o v e m e n t , th is fac t shou ld be 
taken into cons iderat ion in mak ing t h e 
calculat ion o f rep lacemen t cos t depre -
ciat ion appl icable t o cur ren t p roduct ive 
capac i t y . F o r e x a m p l e , i f t h e n e w 
e q u i p m e n t cos t ing t w i c e t h e histor ical 
cos t o f cur rent e q u i p m e n t w o u l d pro-
d u c e t w i c e as m a n y g o o d s , t h e r e 
w o u l d be no c h a n g e in deprec ia t ion 
based on rep lacement cos t as c o m -
pared to histor ical cos t . Under s o m e 
c i r c u m s t a n c e s , an inc rease in e c o -
nomic life m a y be cons idered to be an 
increase in product ive capacity. 
c. Example of Depreciation Computa-
tions 
Facts: 
A s s u m e t h e f o l l o w i n g : 
Year 
1 2 3 
Rep lacemen t c o s t o f n e w asset having 
th ree year l i fe: 
Beg inn ing o f year $100 $140 $160 
End of year 140 160 2 0 0 
Average fo r t h e year 120 150 180 
Question: 
W h a t are r e p l a c e m e n t cos t deprec ia-
t ion expense and a c c u m u l a t e d dep re -
ciat ion fo r each o f t h e th ree years? 
Interpretive Response: 
The a m o u n t s are as f o l l o w s : 
Year 
1 2 3 
D e p r e c i a t i o n e x p e n s e s f o r Ru le 3-17(d) 
( c o m p u t e d as 1/3 o f average r e p l a c e m e n t 
cos t fo r t he year) $ 4 0 $ 5 0 $ 6 0 
A c c u m u l a t e d deprec ia t i on ( c o m p u t e d as 
propor t ion o f e n d of year rep lacement c o s t 
w h i c h has exp i red, i.e., 1/3, 2/3, 3/3) 4 7 107 2 0 0 
D e p r e c i a t e d r e p l a c e m e n t c o s t f o r Ru le 
3-17(c) (end of year rep lacemen t c o s t less 
a c c u m u l a t e d deprec iat ion) 9 3 5 3 - 0 -
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It shou ld be n o t e d tha t in t he e x a m p l e 
g iven deprec ia t ion e x p e n s e does no t 
total to a c c u m u l a t e d deprec ia t ion ; in 
year 1 there is a $7 d i f fe rence and in 
years 2 and 3 t he re is a cumu la t i ve dif-
fe rence o f $17 and $50 , respect ively. 
These a m o u n t s , f requen t l y referred to 
as "back log deprec ia t ion , " are not in -
cludable in rep lacement cos t deprec ia-
t i o n e x p e n s e f o r p u r p o s e s o f Ru le 
3-17(d). 
8. Disc losure of M e t h o d s and O t h e r 
In fo rmat ion 
a. General 
Facts: 
S o m e c o m p a n i e s may w i s h to include 
i n f o r m a t i o n n o t r e q u i r e d by R u l e 
3-17(a)-(d) because t h e y bel ieve it is 
necessary to avoid g iv ing mis lead ing 
impl icat ions or is o t h e r w i s e usefu l t o 
investors . 
Question: 
Is t h e r e any l im i t as t o t h e t y p e o f 
addit ional i n fo rmat ion w h i c h m a y be 
included? 
Interpretive Response: 
No. W h e r e reg is t ran ts be l ieve infor-
mat ion such as histor ical re lat ionships 
b e t w e e n cos t changes and changes in 
sel l ing pr ice or d i f f i cu l t y a n d re la ted 
cos ts w h i c h m i g h t be expe r ienced in 
r e p l a c i n g p r o d u c t i v e c a p a c i t y is 
n e c e s s a r y o r des i rab le t h e y are e n -
couraged to inc lude it. These e x a m -
ples are no t m e a n t t o be l imi t ing. The 
staf f wi l l no t ob jec t to any reasonable 
s u p p l e m e n t a l i n f o r m a t i o n i n c l u d i n g 
c o m p l e t e f inancial s t a t e m e n t s . It may 
be u s e f u l , h o w e v e r , t o d i s c u s s t h e 
ma t te r w i t h t h e s ta f f if t h e c o m p a n y is 
cons ider ing s o m e un ique t y p e o f d is-
c losure. 
b. Other Methods of Valuation 
Facts: 
Rep lacement c o s t is o n e of a n u m b e r 
o f m e t h o d s d e s i g n e d to prov ide f inan-
cial s t a t e m e n t readers w i t h i n fo rma-
t ion on the "va lue t o the o w n e r s " o f 
proper t ies . O t h e r m e t h o d s f requen t l y 
advoca ted (see t h e Repor t o f t he Inf la-
t i o n A c c o u n t i n g C o m m i t t e e in t h e 
U.K., f r e q u e n t l y r e f e r r e d t o as t h e 
"Sandi lands Repor t " ) are net realizable 
value (or cur ren t d isposal value) of t h e 
asset and t h e p resen t va lue o f t he ex-
pec ted fu tu re earn ings f r o m the asset , 
s o m e t i m e s refer red to as " e c o n o m i c 
va lue." Var ious theore t ica l s y s t e m s of 
f i n a n c i a l r e p o r t i n g h a v e b e e n d e -
ve loped us ing one or m o r e of t h e s e 
m e t h o d s o f va luat ion. 
Question: 
Wil l the s ta f f accep t a basis o f valua-
t ion o the r t h a n rep lacemen t cost? 
Interpretive Response: 
T h e s t a f f b e l i e v e s all r e g i s t r a n t s 
s h o u l d d i s c l o s e r e p l a c e m e n t c o s t 
data. H o w e v e r t h e staf f wi l l not ob jec t 
if t hese data are s u p p l e m e n t e d by data 
se t t ing f o r t h the net realizable value 
and/or t he " e c o n o m i c va lue" o f p rop-
ert ies, p rov ided tha t the basis for such 
data is ful ly d isc losed . 
c. General Price Level 
Question: 
Rule 3-17 on ly requires rep lacement 
cos t data re lated t o cer ta in assets . Is it 
permiss ib le t o s u p p l e m e n t such data 
w i t h genera l pr ice level i n fo rmat ion on 
m o n e t a r y asse ts and liabilit ies or to in-
c lude c o m p l e t e or c o n d e n s e d f inancial 
s t a t e m e n t s res ta ted in uni ts o f genera l 
p u r c h a s i n g p o w e r o f s e l e c t e d da ta 
taken f r o m such res ta ted s t a t e m e n t s ? 
Interpretive Response: 
In issuing Rule 3-17 it is not t he C o m -
m i s s i o n ' s i n t e n t t o p r e c l u d e r e g i s -
t rants f r o m p resen t ing f inancial data in 
uni ts o f genera l purchas ing power . If 
m a n a g e m e n t be l ieves such in fo rma-
t ion is usefu l it m a y be inc luded, e i ther 
in s t a t e m e n t o r capsu le f o r m . M a n -
a g e m e n t m a y also w i s h to s ta te sepa-
rately tha t po r t i on o f t he change in t he 
rep lacement c o s t o f inven tory or prop-
erty, plant and e q u i p m e n t tha t can be 
c o m p u t e d by re fe rence to a change in 
t he genera l purchas ing p o w e r o f t he 
cur rency unit . 
9. M isce l l aneous 
a. Foreign Operations 
Question: 
H o w shou ld r e p l a c e m e n t cos t calcula-
t ions be m a d e for fo re ign ent i t ies? 
Interpretive Response: 
In t he case of ent i t ies w h o s e opera -
t ions are d e n o m i n a t e d in fo re ign cur-
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rencies, rep lacement cos t calculat ions 
should be m a d e on the basis o f cur ren t 
costs in t h o s e cur renc ies . In t ranslat-
ing t h o s e data for pu rposes o f t he d is -
c losures requi red under th is rule, t h e 
exchange rate at t h e ba lance s h e e t 
date shou ld be used for asset balances 
w h i l e t h e r a t e s d u r i n g t h e p e r i o d 
s h o u l d b e u s e d f o r c o m p u t i n g e x -
penses recognized dur ing tha t per iod . 
10. Appl icabi l i ty o f Rule 
a. Exemptions 
Facts: 
The rule p e r m i t s de layed appl icat ion 
for minera l resource asse ts and cer ta in 
fore ign assets . 
Question: 
W h a t are "m ine ra l resource asse ts "? 
Interpretive Response: 
These are the cos ts s h o w n o n the bal-
a n c e s h e e t w h i c h a re d i r e c t l y a s -
s o c i a t e d w i t h m i n e r a l r e s e r v e s . It 
w o u l d not include the cos t o f m in ing 
e q u i p m e n t , p u m p s , tanks, ga ther ing 
s y s t e m s and simi lar assets . 
b. Applicability to 1975 
Facts: 
Rule 3-17 requires cer ta in data t o be 
fu rn ished fo r " e a c h f iscal year end for 
w h i c h a balance shee t is requ i red" and 
o the r data fo r " t h e t w o m o s t recent 
f iscal yea rs . " 
Question: 
Is rep lacement cos t data required for 
f inancia l s t a t e m e n t s f o r f iscal years 
e n d i n g p r io r to D e c e m b e r 25 , 1976 
w h e n such s t a t e m e n t s are inc luded on 
a c o m p a r a t i v e bas i s t o g e t h e r w i t h 
those of s u b s e q u e n t per iods? 
Interpretive Response: 
N o . In 1 9 7 6 f i n a n c i a l s t a t e m e n t s , 
therefore, t h e s e data n e e d not be pre-
s e n t e d o n a c o m p a r a t i v e bas i s f o r 
1975. 
c. Delayed effectiveness for mineral 
resource assets and certain foreign 
assets 
Facts: 
R e p l a c e m e n t cos t data for mineral re-
sources and assets loca ted in cer ta in 
fore ign coun t r i es are no t required to be 
d isc losed in f inancial s t a t e m e n t s for 
years e n d i n g pr ior to D e c e m b e r 25 , 
1977. A s s u m e the f o l l o w i n g : 
Book value at beg inn ing o f year 
e n d e d D e c e m b e r 3 1 , 1976 
Aggregate o f inventor ies and gross property, 
plant and e q u i p m e n t : 
Located in N o r t h A m e r i c a and coun t r ies w i t h i n 
t he European Economic C o m m u n i t y $ 9 0 , 0 0 0 , 0 0 0 
Located e l s e w h e r e $ 5 0 , 0 0 0 , 0 0 0 
Total conso l ida ted asse ts $ 2 0 0 , 0 0 0 , 0 0 0 
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Question: 
I nasmuch as t h e aggregate o f inven-
to r ies and g r o s s proper ty , p lant a n d 
e q u i p m e n t l o c a t e d w i t h i n N o r t h 
A m e r i c a a n d c o u n t r i e s w i t h i n t h e 
E u r o p e a n E c o n o m i c C o m m u n i t y is 
l ess t h a n $ 1 0 0 m i l l i o n , m a y all re-
p l a c e m e n t c o s t d i s c l o s u r e s f o r t h e 
yea r e n d i n g D e c e m b e r 3 1 , 1976 be 
omi t ted? 
Interpretive Response: 
No. The size tes t e x e m p t i o n is based 
upon the aggrega te o f inventor ies and 
gross property, p lant and e q u i p m e n t as 
displayed in t h e conso l ida ted f inancial 
s t a t e m e n t s at t h e b e g i n n i n g o f t h e 
year ($140 mi l l ion in t he above e x a m -
ple). In t h e e x a m p l e g i v e n , rep lace-
m e n t cost data for the inventor ies and 
gross property, p lant and e q u i p m e n t 
located in N o r t h A m e r i c a and c o u n -
t r ies w i t h i n t he European E c o n o m i c 
C o m m u n i t y m u s t be d i sc losed . The 
s a m e approach w o u l d apply to t he ex-
c lus ion of minera l resource asse ts in 
1976. 
STAFF ACCOUNTING BULLETIN 
Release No. 9/June 17, 1976 
Not ice of Publ icat ion o f Staf f A c c o u n t -
ing Bullet in No. 9 
The Div is ion of Corpo ra t ion F inance 
and t h e Of f i ce of t h e Chief A c c o u n t a n t 
t o d a y a n n o u n c e d t h e p u b l i c a t i o n o f 
Staff A c c o u n t i n g Bul let in No. 9. The 
s t a t e m e n t s in the Bul let in are n o t rules 
or in terpretat ions o f the C o m m i s s i o n 
nor are they pub l ished as bear ing the 
C o m m i s s i o n ' s off ic ial approva l ; t hey 
r e p r e s e n t i n t e r p r e t a t i o n s a n d prac-
t ices f o l l o w e d by the Divis ion and the 
Chief A c c o u n t a n t in admin is te r ing the 
d isc losure r e q u i r e m e n t s o f t he federa l 
secur i t ies laws. Staf f A c c o u n t i n g Bul -
let in No. 9 p rov ides in terpre ta t ions o f 
A c c o u n t i n g Ser ies Release No . 190. 
T h i s re lease ( the a d o p t i o n o f Ru le 
3-17 of Regulat ion S-X [17 CFR 210.3-
17]) r e q u i r e s t h e d i s c l o s u r e o f re -
p lacement cos t data by cer ta in regis-
t rants e f fec t i ve for years end ing on or 
af ter D e c e m b e r 25, 1976. 
CHANGES T O STAFF A C C O U N T I N G 
BULLETIN N O . 7 
In SAB No. 7 (wh ich also in terpre ted 
ASR No. 190) Subsec t ion 10, i t e m a, 
t h e f o l l o w i n g w a s s t a t e d r e g a r d i n g 
"minera l resource asse ts . " 
10. Appl icabi l i ty o f Rule 
a. Exemptions 
Facts: 
The rule p e r m i t s ' de layed appl icat ion 
for mineral resource assets and cer ta in 
foreign asse ts . 
Question 1: 
W h a t are " m i n e r a l resource asse ts "? 
Interpretive Response: 
These are t h e cos ts s h o w n on the bal-
a n c e s h e e t w h i c h a re d i r e c t l y a s -
s o c i a t e d w i t h m i n e r a l r e s e r v e s . It 
w o u l d not inc lude the cos t o f m in ing 
equ ipmen t , p u m p s , tanks, ga ther ing 
s y s t e m s and s imi lar assets . 
T h e " I n t e r p r e t i v e R e s p o n s e " is 
changed to read as fo l l ows : 
Interpretive Response: 
Minera l resource asse ts are de f ined as 
t h o s e c o s t s s h o w n on t h e ba lance 
shee t represent ing assets w h i c h are 
direct ly assoc ia ted w i t h and w h i c h de -
rive value f r o m minera l reserves. 
For t h e oi l and gas indus t ry t h e s e cos ts 
include the f o l l o w i n g : 
1. I n t a n g i b l e d r i l l i n g a n d d e -
v e l o p m e n t cos t s . 
2 . C a p i t a l i z e d n o n p r o d u c t i v e 
cos ts , de lay renta ls , o v e r h e a d 
and simi lar cos ts . 
3. Produc ing and nonproduc ing 
leasehold cos ts . 
4 . D o w n - h o l e e q u i p m e n t 
5. We l l -head e q u i p m e n t . 
6. Lease p roduc t ion facil i t ies — 
t a n k s , f l o w - l i n e s , s e p a r a t e r s , 
a b o v e - g r o u n d p u m p s , c o m -
pressors, e tc . 
7. Gas cyc l ing p lants . 
8. Process ing faci l i t ies located 
in a f ield in w h i c h the c o m p a n y 
o w n s i n t e r e s t s in p r o d u c i n g 
leases. 
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9. S u p p o r t fac i l i t ies — p o w e r 
plants, f ie ld l iving quar ters, e tc . 
10. G a t h e r i n g s y s t e m s t o t h e 
point o f m a r k e t in t he f ie ld. 
11. O f f shore p la t fo rms. 
Al l c o s t s w h i c h i n v o l v e p r o c e s s i n g , 
t ranspor ta t ion , re f in ing, d i s t r i bu t i on , 
and m a r k e t i n g are n o t c lass i f i ed as 
mineral resource assets . Examples in-
c lude the f o l l o w i n g : 
1. Ref iner ies 
2. Transportat ion e q u i p m e n t o f 
fac i l i t i es b e y o n d t h e p o i n t o f 
market in t h e f ield — inc luding 
p i p e l i n e s , b a r g e s , t r u c k i n g 
equ ipmen t . 
3. Dr i l l ing e q u i p m e n t a n d re-
la ted fac i l i t i es u s e d in d r i l l i ng 
operat ions. 
For ext ract ive indust r ies o the r than oil 
and gas, minera l resource asse ts are 
t h o s e w h i c h r e p r e s e n t d e p l e t a b l e 
mineral property, i.e., capital ized cos ts 
related to acquis i t ion, explorat ion, and 
d e v e l o p m e n t of ore bodies. Mi l ls , rol l-
ingstock, and o t h e r m in ing e q u i p m e n t 
are not cons ide red mineral resource 
assets. 
NEW INTERPRETATIONS 
TOPIC 6: INTERPRETATIONS OF A C -
COUNTING SERIES RELEASES 
I. A C C O U N T I N G SERIES R E L E A S E 
NO. 190 — Relat ing t o A m e n d m e n t s 
to Regulat ion S-X Requi r ing Disc losure 
of Rep lacemen t Cos t Data (Rule 3-17) 
1. Def in i t ion and Concep ts 
b. Productive Capacity 
Question 4: 
Does produc t ive capaci ty include as-
sets used in nonproduc t ion act iv i t ies 
such as research and d e v e l o p m e n t , 
general admin is t ra t ion , etc.? 
Interpretive Response: 
Yes. P r o d u c t i v e c a p a c i t y i n c l u d e s 
virtually all asse ts c lassi f ied as p rop-
erty, plant and e q u i p m e n t e x c e p t land 
and o ther asse ts w h i c h Rule 3-17 and 
r e l a t e d S t a f f A c c o u n t i n g B u l l e t i n s 
exempt . 
Question 5: 
A r e a s s e t s l e a s e d u n d e r o p e r a t i n g 
leases part o f t he p roduc t ive capaci ty 
o f a lessor? O f a lessee? 
Interpretive Response: 
For the p u r p o s e s o f Rule 3-17(c), as-
sets leased under opera t ing leases are 
part o f a lessor 's p roduc t i ve capaci ty 
bu t not part o f t he lessee 's . 
3. R e p l a c e m e n t Cost o f Inventor ies 
d. Land Held for Resale 
Question: 
Should the r e p l a c e m e n t cos t o f land 
he ld for resale b y a c o m p a n y in t h e 
bus iness o f sel l ing land be d isc losed? 
Interpretive Response: 
Yes. 
6. R e p l a c e m e n t Cos t of P roduc t i ve 
Capaci ty 
c. Government-Owned Facilities 
Facts: 
S o m e compan ies utilize gove rnmen t -
o w n e d f a c i l i t i e s in c e r t a i n o f t h e i r 
bus iness act iv i t ies. The cos t o f t h e s e 
faci l i t ies is no t inc luded w i t h i n the his-
torical cos t f inancial s t a t e m e n t s . 
Question: 
Is t h e r e p l a c e m e n t c o s t o f s u c h 
faci l i t ies requi red to be d isc losed? 
Interpretive Response: 
No. 
d. Financing Leases 
Facts: 
Rule 3-17(c) s ta tes : 
"For pu rposes o f th is rule (3-17(c)), as-
se ts held under f inanc ing leases as de -
f ined in Rule 3-16(g) shall be inc luded 
in product ive capacity." 
Rule 3-16(g) d o e s not require separate 
d isc losure o f noncapi ta l ized f inanc ing 
leases unless t h e p resen t value of t h e 
m i n i m u m lease p a y m e n t s is g r e a t e r 
than 5 % of t he s u m of l o n g - t e r m debt , 
s tockho lders ' equ i t y and the p resen t 
value o f t h e m i n i m u m lease c o m m i t -
m e n t s . 
Question: 
If non-cap i ta l i zed leases are no t re-
qui red to be separate ly d isc losed in t h e 
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h i s t o r i c a l c o s t f i n a n c i a l s t a t e m e n t 
foo tno tes , m a y rep lacemen t cos t data 
re la ted t o s u c h leases be e x c l u d e d 
f rom the de terminat ion of the replace-
m e n t cos t o f p roduc t ive capaci ty? 
Interpretive Response: 
Yes, excep t in unusual factual c i r c u m -
stances w h e r e t h e rep lacemen t c o s t 
o f such leased a s s e t s m a y have in -
creased so s igni f icant ly c o m p a r e d t o 
o ther assets tha t such asse ts on a re-
p lacement c o s t basis w o u l d cons t i t u te 
a signif icant par t of p roduct ive capac-
ity c o m p u t e d on tha t basis. 
10. Appl icabi l i ty o f Rule 
c. Delayed Effectiveness for Mineral 
Resource Assets and Certain Foreign 
Assets 
Facts: 
Rule 3-17 requ i res tha t r e p l a c e m e n t 
c o s t data re la ted t o a s s e t s l oca ted 
w i t h i n the N o r t h A m e r i c a n con t i nen t 
a n d t h e c o u n t r i e s o f t h e E u r o p e a n 
Economic C o m m u n i t y be d isc losed for 
f i sca l y e a r s e n d i n g on or a f t e r D e -
c e m b e r 25, 1976. 
Question 7 ; 
Does the s ta f f cons ider Mex i co , Lat in 
Amer ican coun t r i es ( including Puer to 
Rico) a n d H a w a i i t o be pa r t o f t h e 
Nor th A m e r i c a con t inen t? 
Interpretive Response: 
Yes. 
Question 2: 
W h i c h count r ies c o m p r i s e the Euro-
pean Economic C o m m u n i t y ? 
Interpretive Response: 
Be lg ium, D e n m a r k , France, Ho l land , 
I re land, Italy, L u x e m b o u r g , U n i t e d 
K ingdom and W e s t Germany. 
Question 3: 
Wil l r ep lacemen t c o s t o f minera l re-
source assets and asse ts located ou t -
side of the N o r t h Amer i can con t i nen t 
a n d t h e c o u n t r i e s o f t h e E u r o p e a n 
Economic C o m m u n i t y be required to 
be repo r ted on a c o m p a r a t i v e bas is 
(i.e., for the cur ren t year and the pr ior 
year) beg inn ing w i t h fiscal years e n d -
ing on or af ter D e c e m b e r 25, 1977? 
Interpretive Response: 
The staf f w o u l d s t rong ly e n c o u r a g e 
bu t n o t requ i re t h e p r e s e n t a t i o n o f 
compara t ive data in t he f i rst year t he 
rep lacement cos t data m u s t be pre-
sen ted for such assets . 
10. Appl icabi l i ty o f Rule 
d . Size Test 
Facts: 
The p rov is ions o f Rule 3-17 do " n o t 
apply to any pe rson w h e r e the tota l o f 
inventor ies and g ross property, p lant 
and e q u i p m e n t (i.e., be fore deduc t i ng 
a c c u m u l a t e d deprec ia t ion , d e p l e t i o n 
and amor t izat ion) as s h o w n in the c o n -
sol idated balance s h e e t at the beg in -
ning of t he m o s t recent ly c o m p l e t e d 
fiscal year is less than $100 mi l l ion or 
w h e r e t h e t o t a l o f i n v e n t o r i e s a n d 
g ross property, p lant and e q u i p m e n t is 
less than 10 p e r c e n t o f t he total asse ts 
of the person as s h o w n in t he consol i -
da ted balance s h e e t at t h e beg inn ing 
o f the m o s t recent ly c o m p l e t e d year." 
Question: 
In d e t e r m i n i n g w h e t h e r an ent i ty has 
inventor ies and g ross property, plant 
and e q u i p m e n t w h i c h aggregate $100 
m i l l i o n , is l and i n c l u d e d ? A r e n o n -
capital ized f inanc ing leases included? 
Interpretive Response: 
Land is i n c l u d e d w h e n d e t e r m i n i n g 
w h e t h e r an en t i t y has inventor ies and 
gross property, p lant and e q u i p m e n t 
w h i c h agg rega te $100 mi l l ion. H o w -
ever, the r e p l a c e m e n t c o s t of land, un-
less c o n s u m e d in t h e product ive proc-
ess, is not requi red to be d isc losed. 
Non-cap i ta l i zed f i nanc ing leases are 
n o t i n c l u d e d w h e n d e t e r m i n i n g 
w h e t h e r an en t i t y has inventor ies and 
gross property, p lant and e q u i p m e n t 
w h i c h agg rega te $100 mi l l i on ; h o w -
ever, Rule 3-17(c) d o e s require the re-
p lacemen t cos t data related to f inanc-
ing leases t o be i n c l u d e d in t h e re-
p lacemen t c o s t o f p roduc t ive capaci ty 
if an ent i ty is requ i red t o d isc lose re-
p lacemen t c o s t da ta . 
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The Div is ion o f Corpo ra t ion F inance 
and the Of f i ce o f t h e Chief A c c o u n t a n t 
t oday a n n o u n c e d t h e pub l i ca t ion o f 
Staff A c c o u n t i n g Bul let in No. 10. The 
s t a t e m e n t s in t he Bul let in are no t rules 
or in terpreta t ions o f t h e C o m m i s s i o n 
nor are they pub l ished as bear ing t h e 
C o m m i s s i o n ' s off icial approva l ; t h e y 
rep resen t i n t e r p r e t a t i o n s and prac-
t ices f o l l o w e d by t h e Div is ion and t h e 
Chief A c c o u n t a n t in admin is te r ing t h e 
d isc losure r e q u i r e m e n t s of the federa l 
secur i t ies laws. 
Staff A c c o u n t i n g Bul let in No. 10 pro-
v ides i n t e r p r e t a t i o n s o f A c c o u n t i n g 
Series Release No . 190 [41 F.R. 13-
5 9 6 ] . Th is re lease ( the a d o p t i o n o f 
Rule 3-17 1 o f Regula t ion S-X [17 CFR 
210.3-17]) requ i res t h e d isc losure o f 
rep lacement cos t data by cer ta in regis-
t rants e f fec t i ve for years end ing on or 
af ter D e c e m b e r 25, 1976. 
CHANGES TO STAFF A C C O U N T I N G 
BULLETIN N O . 9 
In SAB No. 9 [41 F.R. 2 6 0 8 3 ] (wh ich 
also in terpre ted ASR No. 190) a revi-
s ion to the def in i t ion o f "m inera l re-
source a s s e t s " appear ing in SAB No. 7 
[41 F.R. 13600] w a s made. Since the 
issuance of S A B No. 9, f u r the r s u g g e s -
t ions have b e e n m a d e t o th is def in i t ion 
as it relates to t he min ing industry. The 
def in i t ion o f minera l resource asse ts in 
SAB No. 9 reads as f o l l o w s : 
10. Appl icabi l i ty of §210.3-17 
a. Exemptions 
Facts: 
Sect ion 210.3-17 p e r m i t s de layed ap-
pl ication for minera l resource asse ts 
and cer ta in fo re ign assets . 
Question 1: 
W h a t are "m ine ra l resource asse ts "? 
Interpretive Response: 
Minera l resource assets are de f ined as 
t h o s e c o s t s s h o w n o n t h e ba lance 
sheet represent ing assets w h i c h are 
directly assoc ia ted w i t h and w h i c h de -
rive value f r o m minera l reserves. 
For the oil and gas indus t ry t h e s e cos ts 
include the f o l l o w i n g : 
1. I n t a n g i b l e d r i l l i n g a n d d e -
v e l o p m e n t cos ts . 
2 . C a p i t a l i z e d n o n p r o d u c t i v e 
cos ts , de lay renta ls, o v e r h e a d 
and similar cos ts . 
3. Produc ing and nonproduc ing 
leasehold cos ts . 
4. D o w n - h o l e e q u i p m e n t . 
5. We l l -head equ ipmen t . 
6. Lease p roduc t ion facil i t ies — 
t a n k s , f l o w - l i n e s , s e p a r a t e r s , 
a b o v e - g r o u n d p u m p s , c o m -
pressors, etc . 
7. Gas cyc l ing p lants. 
8. Process ing faci l i t ies located 
in a f ield in w h i c h the c o m p a n y 
o w n s i n t e r e s t s in p r o d u c i n g 
leases. 
9. S u p p o r t fac i l i t ies — p o w e r 
plants, f ie ld l iving quar ters , etc . 
10. G a t h e r i n g s y s t e m s to t h e 
point o f m a r k e t in t he f ie ld. 
11. O f f s h o r e p la t fo rms. 
Al l c o s t s w h i c h i n v o l v e p r o c e s s i n g , 
t r anspo r ta t i on , re f in ing, d i s t r i bu t i on , 
a n d m a r k e t i n g are n o t c lass i f i ed as 
mineral resource assets . Examples in-
c lude the f o l l o w i n g : 
1. Ref iner ies. 
2 . T r a n s p o r t a t i o n e q u i p m e n t 
a n d 2 faci l i t ies b e y o n d the po in t 
of marke t in t he f ie ld — inc luding 
p i p e l i n e s , b a r g e s , t r u c k i n g 
e q u i p m e n t . 
3. Dr i l l ing e q u i p m e n t and re-
la ted fac i l i t i es u s e d in d r i l l i ng 
operat ions. 
For ext ract ive indust r ies o ther than oil 
and gas, minera l resource asse ts are 
t h o s e w h i c h r e p r e s e n t d e p l e t a b l e 
mineral property, i.e., capital ized cos ts 
1 T h e t e r m " r u l e " has been replaced by 
the appropr ia te sec t ion n u m b e r of t he 
Code o f Federal Regula t ions. A c c o r d -
ingly, Ru le 3-17 is r e f e r r e d t o as 
§210.3-17. 
2 " A n d " incorrect ly appeared as " o f " in 
SAB No. 9. 
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related to acquis i t ion, explorat ion, and 
d e v e l o p m e n t o f ore bodies. Mi l ls , roll-
ing stock, and o the r m in ing e q u i p m e n t 
are no t cons idered mineral resource 
assets. 
The last paragraph o f t he In terpret ive 
Response is replaced w i t h t h e f o l l o w -
ing: 
For the m in ing indust ry t h e s e cos ts in-
c lude the f o l l o w i n g : 
1. Capital ized cos ts related t o — 
a. a c q u i s i t i o n o f m i n e r a l 
r ights, leases or proper t ies 
b. explorat ion 
c. d e v e l o p m e n t o f o r e 
bodies 
2. All asse ts e m p l o y e d in t h e 
ext ract ion and convers ion proc-
ess w h i c h are necessary to pro-
duce minera l p roduc t or p r o d -
u c t s w h i c h are c o m m e r c i a l l y 
marketab le . 
3. Process ing assets , located at 
or ded ica ted solely to a m i n e or 
m i n e s in w h i c h t h e c o m p a n y has 
an e c o n o m i c interest , w h i c h are 
des igned w i t h speci f ic regard t o 
the part icular physical or c h e m i -
cal charac te r is t i cs o f t h e o res 
being m i n e d or t h e scale o f op -
erat ion, and w h i c h , by the i r na-
ture, w o u l d have on ly nomina l 
e c o n o m i c value in the absence 
of t he o res t h e y w e r e d e s i g n e d 
to treat. 
4. Suppor t i ve faci l i t ies s u c h as 
p o w e r genera t ing and d is t r ibu-
t ion faci l i t ies, m ine t ranspor ta -
t ion faci l i t ies, t o w n s i t e s , o t h e r 
inf rastructure, etc. , w h i c h der ive 
value solely because of t he ex is -
tence of t h e ore body. 
Al l c o s t s w h i c h invo lve p r o c e s s i n g , 
manufac tu r ing and fabr icat ing faci l i t ies 
w h i c h are not d i rect ly assoc ia ted w i t h , 
nor der ive value f r o m , a part icular m i n -
eral depos i t in w h i c h the c o m p a n y has 
an e c o n o m i c interest , e.g. , s m e l t e r s 
and ref iner ies w h i c h ob ta in the i r f e e d 
f r o m outs ide sh ippers , are no t minera l 
resource assets. 
In SAB No. 9 t h e fo l l ow ing w a s s ta ted 
regarding f inanc ing leases: 
6. R e p l a c e m e n t C o s t o f P roduc t i ve 
Capaci ty 
d . Financing Leases 
Facts: 
Sect ion 210.3-17(c) s t a t e s : 
"For pu rposes o f th is rule, assets held 
under f inancing leases as de f i ned in 
§210.3-16(g) shall be inc luded in pro-
duct ive capacity." 
Sect ion 210.3-16(g) d o e s no t require 
separate d isc losure o f noncapi ta l ized 
f inanc ing leases un less the p r e s e n t 
value o f t he m i n i m u m lease p a y m e n t s 
is greater than 5 % of t he s u m of l ong-
t e r m deb t , s t o c k h o l d e r s ' e q u i t y and 
t h e p r e s e n t v a l u e o f t h e m i n i m u m 
lease c o m m i t m e n t s . 
Question: 
If n o n c a p i t a l i z e d leases are n o t re-
quired to be separate ly d isc losed in t he 
h i s t o r i c a l c o s t f i n a n c i a l s t a t e m e n t 
foo tno tes , may r e p l a c e m e n t cos t data 
re la ted to s u c h leases be e x c l u d e d 
f r o m the de terminat ion of t he replace-
m e n t cos t o f p roduc t ive capaci ty? 
Interpretive Response: 
Yes, excep t in unusual factual c i r c u m -
s tances w h e r e t h e rep lacement c o s t 
o f such leased a s s e t s m a y have in -
creased so s igni f icant ly c o m p a r e d t o 
o the r asse ts tha t such assets on a re-
p l a c e m e n t cos t basis w o u l d cons t i t u te 
a s igni f icant par t o f p roduct ive capac-
ity c o m p u t e d on tha t basis. 
Correction: 
T h e r e f e r e n c e s t o § 2 1 0 . 3 - 1 6 ( g ) in 
"Fac ts " are c h a n g e d to §210.3-16(q). 
In SAB No. 9 t h e fo l l ow ing w a s s ta ted 
w i t h respec t t o t h e N o r t h A m e r i c a n 
con t inen t : 
10. Appl icabi l i ty of §210.3-17 
c. Delayed Effectiveness for Mineral 
Resource Assets and Certain Foreign 
Assets 
Facts: 
S e c t i o n 2 1 0 . 3 - 1 7 r e q u i r e s t h a t re -
p lacemen t cos t data related to asse ts 
loca ted w i t h i n t h e N o r t h A m e r i c a n 
48 
c o n t i n e n t a n d t h e c o u n t r i e s o f t h e 
E u r o p e a n E c o n o m i c C o m m u n i t y be 
d isc losed fo r f iscal years end ing on or 
af ter D e c e m b e r 25, 1976. 
Question 1: 
Does the s ta f f cons ide r M e x i c o , Lat in 
Amer i can coun t r ies ( including Puer to 
Rico) a n d H a w a i i t o be p a r t o f t h e 
Nor th A m e r i c a n con t inen t? 
Interpretive Response: 
Yes. 
Corrections: 
Ques t ion 1 is c h a n g e d to read as fo l -
l o w s : 
Question 1: 
Does the s taf f cons ide r Mex ico , o t h e r 
count r ies n o r t h o f t he Panama Canal 
( i n c l u d i n g P u e r t o R ico) a n d t h e 
H a w a i i a n I s l a n d s t o be pa r t o f t h e 
Nor th A m e r i c a n con t inen t? 
NEW INTERPRETATIONS 
TOPIC 6: INTERPRETATIONS OF A C -
COUNTING SERIES RELEASES 
I. A C C O U N T I N G SERIES R E L E A S E 
N O . 190 — A m e n d m e n t s to Regula-
t ion S-X Requir ing Disc losure o f Re-
p l a c e m e n t Cos t Data (§210.3-17) 
1. Def in i t ions and Concep ts 
b. Productive Capacity 
Question 6: 
Is cons t ruc t ion w o r k in progress par t 
of p roduct ive capaci ty? 
Interpretive Response: 
For t h e p u r p o s e s o f §210.3-17 c o n -
s t ruct ion w o r k in progress is no t c o n -
s i d e r e d t o b e p a r t o f p r o d u c t i v e 
capacity. 
Question 7: 
For purposes o f §210.3-17, are r ights-
o f - w a y and ex t rac t i ve r ights c o n s i d -
ered to be intangible (and t h u s no t re-
quired to be inc luded in t he d isc losure 
of rep lacement cos t data)? 
Interpretive Response: 
Rights -o f -way are usually cons ide red 
intangibles or land cos ts and are t h u s 
exc luded f r o m §210.3-17. Ex t rac t i ve 
r ights are genera l ly minera l resource 
assets. 
d . Future Technology and Environ-
mental Considerations 
Facts: 
Rep lacement cos t d i f fe rs f r o m repro-
duct ion cos t in t ha t t h e f o r m e r cons id -
ers technolog ica l change w h e r e a s the 
lat ter does not. In addi t ion, cos ts as-
soc ia ted w i t h e n v i r o n m e n t a l p r o t e c -
t ion dev ices no t e m b o d i e d in ex is t ing 
assets should be cons idered in t h e de -
te rmina t ion o f rep lacement cost . 
Question: 
In d e t e r m i n i n g t h e rep lacement c o s t 
o f p r o d u c t i v e c a p a c i t y , s h o u l d t h e 
c o m p u t a t i o n s be based upon t e c h n o l -
ogy and env i ronmen ta l cons idera t ions 
ex is t ing as o f t h e d e t e r m i n a t i o n da te 
or should an a t t e m p t be m a d e t o fo re-
cast such t e c h n o l o g y and e n v i r o n m e n -
ta l c o n s i d e r a t i o n s (and t h e r e l a t e d 
costs) that are e x p e c t e d to be ex is t ing 
at t he date r e p l a c e m e n t is e x p e c t e d to 
occur? 
Interpretive Response: 
T h e c o m p u t a t i o n s s h o u l d be b a s e d 
u p o n t e c h n o l o g y and e n v i r o n m e n t a l 
condi t ions ex is t ing as of t h e d e t e r m i -
nat ion date. To do o t h e r w i s e w o u l d no t 
n e c e s s a r i l y r e s u l t in p r o v i d i n g t h e 
reader w i t h i n fo rmat ion on the "cur-
rent e c o n o m i c s o f t h e b u s i n e s s " 
w h i c h is t he pr incipal ob jec t ive o f ASR 
No. 190. W i t h respec t to e n v i r o n m e n -
tal cond i t ions, cons idera t ion wi l l be re-
quired for regu la t ions adop ted and not 
present ly in e f f e c t bu t w h i c h w i l l be in 
e f f ec t pr ior to actual rep lacement or 
w i t h w h i c h m a n a g e m e n t e x p e c t s to 
c o m p l y if r e p l a c e m e n t w i l l occur prior 
to the regulat ion b e c o m i n g e f fec t i ve . 
If techno logy or e n v i r o n m e n t a l fac to rs 
are undergo ing s igni f icant change or 
are present ly uncer ta in , th is inherent 
imprec is ion in t h e r e p l a c e m e n t c o s t 
data should be d isc losed . 
2. General 
e. Furnishing Summarized Financial 
Data of Investees 
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Facts: 
Regis t ran ts f r e q u e n t l y p r e s e n t s u m -
mar i zed f inanc ia l da ta o f i n v e s t e e s 
w h i c h are a c c o u n t e d for on the equ i t y 
m e t h o d . S u c h p r e s e n t a t i o n s o f t e n 
display (on a histor ical cos t basis) in-
v e n t o r i e s , g r o s s a n d n e t p r o p e r t y , 
plant and e q u i p m e n t , cos t o f sales and 
depreciat ion e x p e n s e . 
Question: 
Is r e p l a c e m e n t c o s t i n f o r m a t i o n re-
quired t o be inc luded w i t h t h e s u m -
marized f inancial data? 
Interpretive Response: 
No. 
f. Use of Indices 
Facts: 
M a n y c o m p a n i e s plan to use indices 
and o t h e r publ ic ly available data in t he 
de te rm ina t ion o f t he rep lacement cos t 
of product ive capacity. 
Question: 
Is t he use o f indices an acceptab le ap-
p r o a c h t o t h e d e t e r m i n a t i o n o f re-
p lacemen t cost? 
Interpretive Response: 
If t h e use o f t h e indices resul ts in a rea-
sonable approx ima t ion o f rep lacement 
c o s t c o m p u t e d on an i t e m - b y - i t e m 
basis (or o t h e r appropr ia te m e t h o d ) , 
t he use o f s u c h indices wi l l be accept -
able. It is impor tan t to note, however , 
that in m a n y ins tances the use o f indi -
c e s w i l l resu l t in r e p r o d u c t i o n c o s t 
w h i c h may not be a reasonable approx-
imat ion o f rep lacement cost . 
3. Rep lacement Cos t of Inventor ies 
e. Vertically Integrated Operations 
Facts: 
C o m p a n y A and C o m p a n y B are par t o f 
a ver t ica l ly i n t e g r a t e d c o n g l o m e r a t e 
w i t h a c o m m o n p a r e n t a n d are in -
c luded in t h e c o n s o l i d a t e d f inanc ia l 
s t a t e m e n t s o f t h e parent. In addi t ion, 
C o m p a n y A and C o m p a n y B each fi le 
separate ly w i t h t he SEC. All o f C o m -
pany A's sales are to C o m p a n y B. 
Question: 
W h e n C o m p a n y B c o m p u t e s re -
p l a c e m e n t cos t o f i nven to ry and c o s t 
o f sales in its separate f inancial s ta te -
m e n t s , shou ld it c o n s i d e r C o m p a n y 
A's r e p l a c e m e n t c o s t data in m a k i n g 
the c o m p u t a t i o n or is it acceptab le to 
use t h e invo iced c o s t o f g o o d s pur-
chased f r o m C o m p a n y A? 
Interpretive Response: 
C o m p a n y B genera l ly shou ld use the 
cur ren t invo iced c o s t o f goods as its 
basis fo r c o m p u t i n g rep lacemen t cos t . 
The fac t tha t t w o c o m p a n i e s are re-
lated shou ld no t a f fec t the m e t h o d of 
calculat ion. C o m p a n y B shou ld t reat its 
p u r c h a s e s f r o m C o m p a n y A in t h e 
s a m e m a n n e r as it t rea ts purchases 
f r o m o t h e r suppl iers. 
5. L im i ted Use A s s e t s 
b. Construction Contracts 
Facts: 
C o m p a n y A is a c u s t o m eng ineer ing 
company. Its se rv ices e n c o m p a s s de -
sign and/or fabr ica t ion and/or e rec t ion 
o f s t ruc tu res speci f ical ly eng ineered t o 
m e e t t he par t icu lar individual con t rac t 
requ i rements o f each cus tomer . The 
major i ty of t h e con t rac ts are l ong - te rm 
and t h e con t rac t pr ice may be e i the r 
f ixed or variable. 
Question: 
Are t h e rep lacement cos t d isc losures 
s p e c i f i e d in §210.3-17(a) and (b) re-
qu i red for such cont rac ts? 
Interpretive Response: 
Inventor ies and p roduc t i ve capac i t y 
a c q u i r e d s o l e l y f o r u s e on s p e c i f i c 
long- te rm cons t ruc t i on or eng ineer ing 
cont rac ts are cons idered by the s ta f f t o 
general ly not be sub jec t to §210.3-17. 
This exc lus ion recognizes the d i rect re-
la t ionsh ip b e t w e e n h is tor ica l c o s t s 
a n d c o n t r a c t u a l r e v e n u e s in s u c h 
cases. 
6. R e p l a c e m e n t Cos t o f P roduc t i ve 
Capacity 
e. Financing Leases 
Facts: 
Under ex is t ing general ly accep ted ac-
coun t ing pr inc ip les se t fo r th in Op in ion 
N o . 5 o f t h e A c c o u n t i n g P r i n c i p l e s 
Board, only leases w h i c h are clearly in 
subs tance i ns ta l lmen t pu rchases o f 
p roper ty are capital ized. For pu rposes 
of §210.3-17, p roduct ive capaci ty in-
50 
c ludes a s s e t s he ld u n d e r f i n a n c i n g 
leases as de f ined in §210.3-16(q). Sec-
t ion 210.3-16(q) requ i res ce r ta in d i s -
c l o s u r e s r e l a t e d t o n o n c a p i t a l i z e d 
f inancing leases, inc luding t h e i m p a c t 
upon net i n c o m e of capi ta l iz ing t h e 
lease obl igat ions. 
Question 1: 
Should the current rep lacement c o s t 
o f f a c i l i t i e s h e l d u n d e r c a p i t a l i z e d 
f inancing leases be based on (1) t h e 
t e r m s of a n e w lease based on cu r ren t 
economic cond i t ions or (2) t he cur ren t 
r e p l a c e m e n t c o s t o f t h e u n d e r l y i n g 
leased facil i ty? 
Interpretive Response: 
R e p l a c e m e n t c o s t d i s c l o s u r e s f o r 
capital ized leases shou ld be based on 
the cur ren t r e p l a c e m e n t cos t o f t h e 
under ly ing assets. 
Question 2: 
Should the current rep lacement c o s t 
of product ive capaci ty rep resen ted by 
a s s e t s h e l d u n d e r n o n c a p i t a l i z e d 
f inancing leases be based on (1) t he 
t e r m s of a n e w lease tha t w o u l d be e n -
t e r e d i n to u n d e r c u r r e n t e c o n o m i c 
condi t ions or (2) the cur ren t replace-
m e n t c o s t o f t h e u n d e r l y i n g l eased 
facility? 
Interpretive Response: 
Generally, t he r e p l a c e m e n t c o s t d is -
c losures shou ld be based on t h e cur-
rent rep lacement cos t o f t he under ly -
ing leased facility, s ince §210.3-17 per-
ta ins on ly to r e p l a c e m e n t o f i n v e n -
tor ies and product ive capaci ty and no t 
to related f inanc ing. 
Because f inanc ing leases, as d e f i n e d 
in §210.3-16(q), m a y no t be capi ta l ized 
in t he h is tor ica l c o s t f inancia l s t a t e -
men ts , d isc losure of t h e e f fec t o f s u c h 
capital izat ion on inventor ies , c o s t o f 
sales, p roduc t ive capacity, and dep re -
c i a t i o n , d e p l e t i o n a n d a m o r t i z a t i o n 
may be necessary if t h e histor ical cos t 
account ing for leases signi f icant ly d is-
to r ts compar i sons of t h e rep lacement 
cost data w i t h tha t inc luded in t he f i -
nancial s t a t e m e n t s . 
For instance, t he present value o f t he 
lease c o m m i t m e n t s for noncapi ta l ized 
f inancing leases (as d e t e r m i n e d in re-
sponse to §210.3-16(q)(4)) may have to 
be added to t h e histor ical cos t o f p ro-
duct ive capaci ty fo r c o m p a r i s o n w i t h 
t h e r e p l a c e m e n t c o s t o f p r o d u c t i v e 
capaci ty w h e n t h e la t ter inc ludes s ig -
nif icant a m o u n t s fo r asse ts cur rent ly 
leased. Also, rental e x p e n s e on n o n -
capital ized f inanc ing leases m a y have 
t o be d e d u c t e d f r o m historical c o s t o f 
sales; and the amor t i za t ion of t h e pre-
s e n t v a l u e o f l e a s e c o m m i t m e n t s 
added to histor ical deprec ia t ion , dep le -
t ion and amor t i za t ion and cos t o f sales, 
as appl icable, to enab le c o m p a r i s o n 
w i t h deprec ia t ion, dep le t ion and amor-
t izat ion on a rep lacemen t cos t basis 
w h e n t h e r e p l a c e m e n t c o s t da ta in-
c ludes assets cur rent ly leased. If s ig-
n i f i cant d i s t o r t i o n s resu l t f r o m land 
be ing inc luded in a f inanc ing lease, 
d i sc losu re o f t h e e f f e c t s w o u l d be 
necessary. 
f. Used Equipment and Facilities 
Facts: 
S o m e c o m p a n i e s c o m m o n l y acqui re 
used faci l i t ies and e q u i p m e n t in replac-
ing their p roduc t i ve capacity. 
Question: 
W h a t should be the basis for d e t e r m i n -
ing rep lacement cos t in t h e s e c i r c u m -
stances? 
Interpretive Response: 
T h e r e p l a c e m e n t c o s t d i s c l o s u r e s 
should not be m a d e on the basis o f t h e 
current sel l ing va lue o f t he c o m p a n y ' s 
assets in t he used marke t . H o w e v e r , 
t he ob jec t ives o f §210.3-17 cou ld be 
achieved in cer ta in s i tuat ions by as-
s u m i n g r e p l a c e m e n t w i t h u s e d 
e q u i p m e n t and faci l i t ies. 
This approach cou ld be just i f ied by a 
manager ia l pol icy of replacing p roduc-
t ive capaci ty w i t h used i t ems cons id -
e r i n g c u r r e n t e c o n o m i c c i r c u m -
s t a n c e s . T h e f o l l o w i n g c o n d i t i o n s 
w o u l d appear to be necessary for bas-
ing rep lacement cos t on the cu r ren t 
pr ices of used i t e m s : 
1. U s e d f a c i l i t i e s a n d e q u i p -
m e n t are available and, in m a n -
a g e m e n t ' s j u d g m e n t , wi l l c o n -
t inue to be available dur ing the 
remain ing life o f its ex is t ing pro-
duct ive capacity. 
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2. U n d e r c u r r e n t e c o n o m i c 
condi t ions, m a n a g e m e n t w o u l d 
replace i ts p roduc t i ve capac i ty 
w i t h u s e d fac i l i t ies and e q u i p -
men t . 
T h e c o s t o f t h e u s e d fac i l i t i es a n d 
e q u i p m e n t w o u l d b e c o m e the gross 
r e p l a c e m e n t c o s t f o r p u r p o s e s o f 
§210.3-17. D isc losure shou ld be m a d e 
if used faci l i t ies and e q u i p m e n t p ro -
vide the basis fo r rep lacement o f a s ig -
nif icant por t ion o f p roduc t ive capacity. 
g . Additional Land Required to Re-
place Productive Capacity 
Facts: 
Occasional ly, s ign i f i cant a m o u n t s o f 
land, in addi t ion to tha t already o w n e d , 
m u s t be acqui red to replace produc t ive 
capaci ty. For i ns tance , t e x t i l e m a n -
ufactur ing c o m p a n i e s are replacing old 
mul t i - level faci l i t ies w i t h s ingle- level 
f ac i l i t i es , w h i c h are m o r e e f f i c i e n t 
us ing m o d e r n techn iques but w h i c h 
require larger plant s i tes. 
Q u e s t i o n : 
Should the c o s t o f t h e addi t ional land 
be included in t he rep lacement cos t 
d isclosures? 
Interpretive Response: 
In general , §210.3-17(c) does not re-
qui re d isc losure o f t h e r e p l a c e m e n t 
cos t o f land. If the c o s t o f t he addi t ional 
land to be acqu i red is e s t i m a t e d t o be 
s igni f icant , s u p p l e m e n t a l d i sc losure 
may be requi red by §210.3-17(f). 
h. Assets Not to be Replaced 
Facts: 
Sect ion 210.3-17(c) s ta tes : 
" I n t h e case of any m a j o r b u s i n e s s 
s e g m e n t s w h i c h t h e c o m p a n y d o e s 
n o t i n t e n d t o m a i n t a i n b e y o n d t h e 
e c o n o m i c l ives o f ex is t ing assets , the 
d isc losures se t f o r t h in subsec t ions (c) 
and (d) o f th is sec t ion are not requi red 
prov ided full d isc losure of t h e fac ts , 
a m o u n t s and c i r c u m s t a n c e s is m a d e . " 
Question: 
In d e m o n s t r a t i n g " i n ten t , " is it n e c e s -
sary to have a fo rma l plan of d isposal 
(see paragraph 14 of A P B Opin ion No. 
30)? 
Interpretive Response: 
The d isc losure by m a n a g e m e n t of its 
in tent to reduce product ive capaci ty is 
not likely to be m a d e w i t h o u t careful 
cons idera t ion . For th is reason, it pres-
ent ly does no t s e e m necessary to re-
quire the e x i s t e n c e o f a fo rma l plan. 
i. Productive Capacity of Retailers 
Facts: 
Because of cons t ruc t i on , des ign and 
f ix tur ing changes in recent years, re-
tai lers have b e e n able to reduce t h e 
n u m b e r o f square fee t in n e w l y c o n -
s t ruc ted and leased s tores w h i l e at t h e 
s a m e t i m e main ta in ing t h e s a m e vo l -
u m e a n d m e r c h a n d i s e capac i ty , as 
w e l l as p h y s i c a l a p p e a l a n d o t h e r 
character is t ics o f larger s tores. 
Question: 
In c o m p u t i n g t h e rep lacement c o s t o f 
ex is t ing p r o d u c t i v e capacity, s h o u l d 
such c o m p u t a t i o n s be based upon t h e 
cos t of replacing the larger n u m b e r o f 
retail ing square f e e t o r is it m o r e ap-
propr iate t o use t h e cos t based u p o n 
the reduced foo tage? 
Interpretive Response: 
It w o u l d s e e m tha t a reasonable basis 
fo r express ing t h e product ive capaci ty 
o f a retailer w o u l d be potent ia l sales 
vo lume . For e x a m p l e , a s tore o f cur-
rent des ign e m p l o y i n g vert ical f ixtur-
ing and w i t h 100,000 square f e e t m a y 
have the s a m e potent ia l sales capaci ty 
as an ex i s t i ng s t o r e e m p l o y i n g hor i -
z o n t a l f i x t u r i n g a n d w i t h 1 2 0 , 0 0 0 
s q u a r e f e e t . I n a s m u c h as r e c e n t 
technolog ica l c h a n g e has resu l ted in 
greater v o l u m e per square foo t and re-
p l a c e m e n t cos t is de f ined as " t h e l o w -
es t a m o u n t tha t w o u l d have to be paid 
in the normal cou rse o f bus iness t o o b -
tain a n e w asset o f equiva lent opera t -
ing or p r o d u c t i v e capaci ty , " it is t h e 
s ta f f ' s v i e w tha t it w o u l d be a p p r o -
pr iate to use t h e reduced foo tage as 
t h e bas is f o r t h e r e p l a c e m e n t c o s t 
c o m p u t a t i o n s . 
j . Underutilization of Present Facilities 
Facts: 
A r e g i s t r a n t is c u r r e n t l y o p e r a t i n g 
major faci l i t ies at 7 0 % of total physical 
capacity. 
Question: 
Is p roduct ive capaci ty fo r t he pu rpose 
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of c o m p u t i n g rep lacemen t cos t to ta l 
physical capaci ty or t he p resen t uti l iza-
t i on o f phys ica l capac i t y (in t h i s i n -
stance, 7 0 % of t h e physical capacity)? 
Interpretive Response: 
T h e d e t e r m i n a t i o n o f p r o d u c t i v e 
c a p a c i t y w i l l n e c e s s a r i l y r e q u i r e 
analysis o f t he fac ts per ta in ing to each 
s i tuat ion. In m a k i n g such analysis, it 
m a y be usefu l to d is t ingu ish b e t w e e n 
idle capaci ty ( t empora ry or normal un -
derut i l izat ion w i t h o u t long-run conse-
quence) and e x c e s s capac i ty (a per-
m a n e n t decl ine in uti l ization). 
Rarely are p roduc t i ve faci l i t ies oper-
ated near 1 0 0 % capacity. Recess ion , 
seasonal var iat ion, capaci ty add i t ions 
planned to sat is fy f u tu re g r o w t h and 
inc reas ing m a r g i n a l c o s t s as ac tua l 
p r o d u c t i o n a p p r o a c h e s t h e o r e t i c a l 
capacity all con t r i bu te t o normal c o n d i -
t ions of vary ing underut i l izat ion. Nor-
mal ins tances o f underut i l izat ion (idle 
capacity) are a fact o f bus iness life tha t 
w o u l d no t requi re a d j u s t m e n t in re-
p lacemen t cos t ing . 
O n the o t h e r hand, there may be un -
usual instances in w h i c h capaci ty is far 
in e x c e s s o f f o r e s e e a b l e r e q u i r e -
m e n t s , c a u s e d by re lat ive ly p e r m a -
nent changes in t he bus iness hav ing 
long-run c o n s e q u e n c e (e.g., dec l in ing 
market or p e r m a n e n t shor tage in r a w 
m a t e r i a l s s u p p l y ) . E x c e s s c a p a c i t y 
w o u l d be analogous to a s e g m e n t o f 
capacity that m a n a g e m e n t w o u l d not 
replace; and, there fore , rep lacement 
cost data related to t he excess capac-
i ty w o u l d be i r r e l e v a n t a n d n o t re-
por ted . O n e indicat ion o f p e r m a n e n t 
e x c e s s c a p a c i t y w o u l d be u n d e r -
u t i l i zed f a c i l i t i e s f o r w h i c h a w r i t e 
d o w n of historical book value w o u l d be 
appropr ia te; however , analysis o f ex-
cess capaci ty shou ld no t be res t r ic ted 
solely to such instances, because, fo r 
example , excess capaci ty may occur in 
o l d e r p l a n t s w h e r e h i s t o r i c a l b o o k 
value is not s igni f icant e n o u g h to war -
rant ad jus tment . 
8. Disclosure of M e t h o d s and O t h e r 
In fo rmat ion 
d. Schedule of Historical Cost Finan-
cial Statement Items Included in and 
Excluded from the Replacement Cost 
Disclosures 
Facts: 
S e c t i o n 2 1 0 . 3 - 1 7 r e q u i r e s c e r t a i n 
a m o u n t s t o be i n c l u d e d in t h e r e -
p l a c e m e n t cos t data w h i c h are no t par t 
o f the historical c o s t data (e.g., n o n -
capital ized f inanc ing leases) and per-
m i t s t h e e x c l u s i o n o f ce r ta in o t h e r 
a m o u n t s f r o m t h e rep lacement c o s t 
requ i rement w h i c h are inc luded w i t h i n 
t he historical cos t data (e.g., land, and, 
for one year, minera l resource asse ts 
and assets located outs ide the N o r t h 
Amer i can c o n t i n e n t and the coun t r ies 
o f t he European E c o n o m i c C o m m u -
nity). W h e n mater ia l a m o u n t s are in-
vo lved, it w o u l d s e e m appropr ia te to 
p r o v i d e a s c h e d u l e t o e n a b l e t h e 
reader to m a k e a c o m p a r i s o n b e t w e e n 
t h e h is to r ica l c o s t da ta a n d t h e re-
p lacemen t cos t data. 
Question: 
Does t h e s taf f have any sugges t i ons or 
p re ferences fo r t h e f o r m a t o f s u c h a 
s c h e d u l e o f i t e m s i n c l u d e d in a n d 
exc luded f r o m t h e rep lacement c o s t 
d isc losures? 
Interpretive Response: 
A schedule is usual ly helpful t o enab le 
compar i sons w i t h t he histor ical c o s t 
data, w h e n d i f fe rences occur b e t w e e n 
the i t ems inc luded in o r exc luded f r o m 
t h e r e p l a c e m e n t c o s t d a t a , as d e -
scr ibed above. 
The s taf f has no p re fe rences fo r t he 
f o r m a t o f s u c h a s c h e d u l e . A m a j o r 
public accoun t ing f i rm has s u g g e s t e d 
the fo l l ow ing as a possib le f o r m a t fo r 
i n v e n t o r i e s a n d p r o d u c t i v e c a p a c i t y 
w h i c h appears acceptab le : 
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Property, 
Plant, and 
Inventor ies E q u i p m e n t 
A m o u n t s for w h i c h rep lacement c o s t data 
are prov ided 
Presen t va lue o f f u t u r e renta ls f o r n o n -
capital ized f inanc ing leases as d e t e r m i n e d 
at incept ion o f t h e leases (deduct ion) 
Obso le te and d iscon t inued inventory i t e m s 
— at net realizable value 
Land — at c o s t 
Asse ts ou ts ide t h e N o r t h A m e r i c a n con t i -
nent and the European Economic C o m m u -
nity and minera l resource asse ts — at cos t 
Total as s h o w n on the accompany ing con -
sol idated balance shee t 
(000 o m i t t e d ) 
$421 ,300 $1,215,112 
17,900 
11,800 
(104,912) 
25 ,600 
4 4 , 8 0 0 
$451,000 $1,180,600 
e. Replacement Cost Depreciation in 
Other Replacement Cost Data 
Facts: 
The f o l l o w i n g language is con ta ined in 
§210.3-17(e): 
" I f deprec ia t ion, dep le t ion or amor t i za -
t ion e x p e n s e is a c o m p o n e n t o f i nven-
tory cos ts o r c o s t of sales, indicate tha t 
fact and c ross- re fe rence the a n s w e r 
for th is s u b s e c t i o n in s u b s e c t i o n (b) 
[ rep lacement c o s t o f sa les] in o rde r to 
avoid potent ia l dupl icat ion in the use o f 
t hese da ta . " 
Question: 
Is the in tent o f t he above to require 
that rep lacement c o s t deprec ia t ion be 
included in t he a m o u n t s d isc losed for 
rep lacement cos t o f inventor ies and 
cost of sales? 
Interpretive Response: 
The purpose o f the above language is 
to avoid doub le -coun t ing deprec ia t ion 
expense. 
M a n y c o m p a n i e s al locate deprec ia t ion 
e x p e n s e to c o s t o f sales, sel l ing, g e n -
eral and admin is t ra t ive expense and 
o t h e r a c c o u n t s , w h i l e o t h e r c o m -
panies repor t deprec ia t ion e x p e n s e as 
a s i n g l e - l i n e i t e m in t h e i r i n c o m e 
s t a t e m e n t s . C o m p a n i e s repor t i ng in 
the f o r m e r f o r m a t m i g h t inadver tent ly 
" d o u b l e - c o u n t " t he e l e m e n t o f depre -
c ia t ion e x p e n s e a l located t o c o s t o f 
sa les , f i r s t w h e n r e p o r t i n g c o s t o f 
sales (wh ich w o u l d include an al loca-
t ion o f deprec ia t ion expense) and sec-
ond w h e n repor t ing total deprec ia t ion . 
To avoid such doub le -count ing , §210. 
3-17(e) requires a cross- re ference. 
For example , t he fo l low ing w o u l d be 
appropr iate m e t h o d s o f prov id ing th i s 
c ross- re ference for cos t o f sales: 
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Histor ical R e p l a c e m e n t 
Cost Cost 
Method 1 
Cost o f sales ( including $ 3 0 0 , 0 0 0 histor ical 
cos t deprec ia t ion and $ 5 0 0 , 0 0 0 rep lace-
m e n t cost depreciat ion) $ 7 , 0 0 0 , 0 0 0 $10 ,000 ,000 
D e p r e c i a t i o n e x p e n s e ( e x c l u s i v e o f 
amounts al located to cost o f sales) 500,000 750,000 
Method 2 
Cos t o f sa les (exc lus ive o f d e p r e c i a t i o n 
expense) 6 ,700,000 9,500,000 
Depreciation expense (including $300,000 
historical cos t and $500 ,000 rep lacement 
cost depreciat ion applicable to cost of sales) 800 ,000 1,250,000 
f. Further Details of Replacement Cost 
Data 
Facts: 
Section 210.3-17 requires disclosure o f 
inventories and gross and net produc-
tive capacity ( frequently equivalent to 
g r o s s a n d n e t p r o p e r t y , p l a n t a n d 
e q u i p m e n t ) . Regu la t ion S-X requ i res 
details of historical cos t amoun ts o f in-
v e n t o r i e s ( r a w m a t e r i a l s , w o r k - i n -
p r o c e s s , f i n i s h e d g o o d s , e tc . ) a n d 
property, p lant and e q u i p m e n t ( land, 
buildings, mach ine ry and e q u i p m e n t , 
etc.). 
Question: 
Are equivalent details required for re-
p lacement cost data? 
Interpretive Response: 
Section 210.3-17 does not require such 
detai ls ; h o w e v e r , t h e s ta f f be l i eves 
they wi l l f requent ly be useful to readers 
of financial s ta temen ts and encourages 
registrants to provide t h e m . 
9. Miscel laneous 
b. Land Held for Investment 
Facts: 
Company A (not a real estate develop-
m e n t c o m p a n y ) o w n s land w h i c h is 
held for i nves tment (probable bulk sale 
ant ic ipated rather than d e v e l o p m e n t 
into housing, commerc ia l or industrial 
projects). 
Question V. 
Is such land includable in property, plant 
and equ ipment for the purpose of de -
te rmin ing w h e t h e r Company A has in-
ventory and gross property, plant and 
inventory in excess o f $100 mill ion? 
Interpretive Response: 
No. 
Question 2: 
Assuming C o m p a n y A has inventor ies 
and gross p r o p e r t y , p lant and equ ip -
m e n t in excess o f $100 mill ion, m u s t 
replacement cos t data be provided for 
the land held for inves tment? 
Interpretive Response: 
No. 
10. Applicabil i ty o f §210.3-17 
a. Exemptions 
Facts: 
Section 210.3-17 permi ts delayed appl i-
cat ion for mineral resource assets and 
certain foreign assets. 
Question 2: 
W h a t asse ts are sub jec t to t h e o n e 
year e x e m p t i o n for minera l resource 
asse ts fo r t h o s e indust r ies (such as 
steel and Por t land c e m e n t ) in w h i c h 
c o m p a n i e s o w n minera l resources, all 
or s o m e of w h i c h are used in t h e i r 
manufac tu r ing operat ions? 
Interpretive Response: 
Minera l resource a s s e t s are d e f i n e d 
as " t h o s e cos ts s h o w n on the balance 
sheet represent ing asse ts w h i c h are 
directly assoc ia ted w i t h and w h i c h de -
rive value f r o m minera l reserves . " For 
industr ies such as the s teel and por t -
land c e m e n t i ndus t r i es , m i n e r a l re-
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s o u r c e a s s e t s w o u l d be l i m i t e d t o 
t h o s e asse ts represent ing cos ts o f ac-
q u i r i n g a n d d e v e l o p i n g m i n e r a l re-
s e r v e s a n d w o u l d n o t i n c l u d e a n y 
cos ts o f t h e i r m a n u f a c t u r i n g o p e r a -
t ions. 
c. Delayed Effectiveness for Mineral 
Resource Assets and Certain Foreign 
Assets 
Facts: 
S e c t i o n 2 1 0 . 3 - 1 7 r e q u i r e s t h a t re -
p lacemen t cos t data related to asse ts 
loca ted w i t h i n t h e N o r t h A m e r i c a n 
c o n t i n e n t a n d t h e c o u n t r i e s o f t h e 
Eu ropean E c o n o m i c C o m m u n i t y be 
d isc losed for f iscal years end ing on or 
af ter D e c e m b e r 25, 1976. 
Question 4: 
W h a t shou ld be the basis fo r de ter -
min ing w h e t h e r or not assets such as 
sh ips e n g a g e d in in ternat ional t rade 
and dril l ing rigs are sub jec t to t h e o n e -
year e x e m p t i o n ? 
Interpretive Response: 
Genera l l y , t h e c o u n t r y o f r e g i s t r y 
shou ld be t h e basis for s u c h d e t e r m i -
nat ion. R e p l a c e m e n t c o s t s f o r s u c h 
assets m a y be m o r e suscept ib le to de -
t e r m i n a t i o n t h a n f o r c e r t a i n o t h e r 
t ypes o f fo re ign asse ts ; and, w h i l e not 
required prior to D e c e m b e r 25, 1977, 
t h e s t a f f e n c o u r a g e s e a r l i e r c o m -
pliance, if pract icable. 
Question 5: 
W h e n a cont rac t is let by one c o m p a n y 
of a cont ro l led g r o u p (wh ich m a y in-
c lude c o m p a n i e s and involve a c u s -
t o m e r l o c a t e d o u t s i d e t h e N o r t h 
Amer ican con t i nen t and the coun t r ies 
o f t he European E c o n o m i c C o m m u -
nity) and w h e n tha t c o m p a n y in tu rn 
subcont rac ts all or part of t he w o r k to 
o ther c o m p a n i e s in the group, shou ld 
the or igin o f t he cos ts , locat ion of t he 
mater ials, or locat ion o f t he c u s t o m e r 
govern for pu rposes of §210.3-17? 
Interpretive Response: 
The staf f w i l l no t ob jec t if e i ther or ig in 
of cos t or locat ion o f t h e mater ia ls is 
used as the basis fo r d e t e r m i n i n g tha t 
r e p l a c e m e n t c o s t da ta n e e d n o t be 
prov ided for f iscal years end ing pr ior to 
D e c e m b e r 25, 1977. The staf f d o e s not 
bel ieve that locat ion o f t he c u s t o m e r 
should gove rn . 
d. Size Test 
Question 2: 
In d e t e r m i n i n g w h e t h e r a reg is t ran t 
has i n v e n t o r i e s a n d g r o s s p rope r t y , 
p lant and e q u i p m e n t in excess o f $100 
mi l l ion, shou ld inventor ies and prop-
erty, p lan t a n d e q u i p m e n t o f u n c o n -
sol idated subsid iar ies and c o m p a n i e s 
accoun ted fo r on t h e equ i ty m e t h o d be 
a d d e d t o t h e i n v e n t o r i e s and g r o s s 
property, p lant and e q u i p m e n t o f t h e 
reg is t rant and i ts conso l i da ted s u b -
sidiaries? 
Interpretive Response: 
No. 
e. Comparative Data in First Year of 
Applicability 
Facts: 
C o m p a n y A is e x e m p t f r o m t h e re-
q u i r e m e n t s o f ASR No. 190 for 1976. 
However , at t h e beg inn ing o f 1977 the 
total o f i nven to ry and gross property, 
p lan t and e q u i p m e n t e x c e e d s $100 
mi l l ion and 1 0 % of to ta l asse ts . C o n -
sequent ly, r ep lacemen t cos t i n f o r m a -
t ion is required to be p r e s e n t e d w i t h its 
1977 f inancial s t a t e m e n t s . 
Question: 
Is C o m p a n y A requi red to p resen t re-
p l a c e m e n t cos t i n fo rmat ion fo r b o t h 
1976 and 1977 or on ly fo r 1977? 
Interpretive Response: 
S e c t i o n 210 .3 -17 p r o v i d e s t h a t re-
p l a c e m e n t cos t i n fo rmat ion for b o t h 
1976 and 1977 m u s t be p r e s e n t e d . 
H o w e v e r , if t he prepara t ion o f s u c h 
data for 1976 w o u l d cause an undue 
bu rden , the reg is t rant shou ld reques t a 
w a i v e r o f th is prov is ion and t h e staf f 
w i l l general ly be respons ive t o such a 
request . 
f. Users of Form 12-K 
Facts: 
Certain regis t rants sat is fy the i r Secu -
r i t ies E x c h a n g e A c t o f 1934 annua l 
f inancial i n fo rmat ion repor t ing require-
m e n t s by f i l ing F o r m 12-K. This f o r m 
may be used by the issuers spec i f ied 
b e l o w for annual repor ts pursuant to 
Sect ion 13 or 15(d) o f t he 1934 A c t : 
(1) Any issuer w h i c h f i les annual 
reports w i t h t he Federal P o w e r 
C o m m i s s i o n on t h a t a g e n c y ' s 
Form No. 1 or F o r m No. 2 and 
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w h o s e annua l repor t t o s t o c k -
ho lde rs f o r i ts last f isca l y e a r 
c o n t a i n s f inanc ia l s t a t e m e n t s 
(other than schedu les) prepared 
and cer t i f ied substant ia l ly in ac-
cordance w i t h Regula t ion S-X; 
(2) A n y i ssuer w h i c h f i les a n -
nual repor ts w i t h t he In ters ta te 
C o m m e r c e C o m m i s s i o n pu r -
suant to Sec t ion 20, 220 , or 313 
o f t h e I n t e r s t a t e C o m m e r c e 
Ac t ; or 
(3) A n y i ssuer w h i c h f i les an -
nual r e p o r t s w i t h t h e Federa l 
C o m m u n i c a t i o n s C o m m i s s i o n 
pursuant to Sec t ion 219 of t he 
C o m m u n i c a t i o n s A c t o f 1934. 
The latter t w o issuer groups, (2) and (3) 
above, are not requi red to c o m p l y w i t h 
Regulat ion S-X; issuers in g r o u p (1) are 
requ i red t o c o m p l y w i t h R e g u l a t i o n 
S-X. 
Question: 
Are c o m p a n i e s tha t use F o r m 12-K and 
that are not requi red to c o m p l y w i t h 
Regulat ion S-X required to s u p p l e m e n t 
such f o r m w i t h r e p l a c e m e n t c o s t in -
format ion? 
Interpretive Response: 
No, a l t hough t h e s ta f f s t rong ly rec-
o m m e n d s s u c h d i s c l o s u r e . R e g i s -
t r a n t s u s i n g F o r m 12-K s h o u l d b e 
aware that t h e s taf f is g iv ing ser ious 
considerat ion to r e c o m m e n d i n g to t he 
C o m m i s s i o n tha t F o r m 12-K be e l im i -
na ted ; in w h i c h case, t h o s e regis t rants 
present ly us ing th is f o r m w o u l d be re-
q u i r e d t o u s e F o r m 10-K f o r y e a r s 
c o m m e n c i n g a f t e r D e c e m b e r 3 1 , 
1976. 
STAFF ACCOUNTING BULLETIN 
Release No. 11/September 3, 1976 
NOTICE OF PUBLICATION OF STAFF 
A C C O U N T I N G BULLETIN N O . 11 
The Div is ion o f C o r p o r a t i o n F inance 
and the Of f ice of t he Chief Accoun tan t 
today a n n o u n c e d t h e p u b l i c a t i o n o f 
Staff Accoun t ing Bullet in No. 1 1 . The 
s ta tements in the Bul let in are not rules 
or in terpretat ions o f t he C o m m i s s i o n 
nor are t h e y pub l i shed as bear ing t h e 
C o m m i s s i o n ' s of f ic ia l approva l ; t h e y 
r e p r e s e n t i n t e r p r e t a t i o n s a n d prac-
t i ces f o l l o w e d by t h e Div is ion and t h e 
Chie f A c c o u n t a n t in admin i s te r i ng t h e 
d isc losure r e q u i r e m e n t s of t h e federa l 
secur i t ies laws. 
Staf f A c c o u n t i n g Bul le t in No. 11 pro-
v i d e s i n t e r p r e t a t i o n s o f A c c o u n t i n g 
Series Release No . 190 [41 FR 13596 ] . 
Th is r e l e a s e ( the a d o p t i o n o f Ru le 
3 - 1 7 1 o f R e g u l a t i o n S-X [17 C F R 
210.3-17]) requ i res t h e d isc losure o f 
rep lacement cos t data by cer ta in regis-
t rants e f fec t i ve for years end ing on or 
af ter D e c e m b e r 25, 1976. 
C H A N G E S TO STAFF A C C O U N T I N G 
BULLETIN N O . 7 
In SAB No. 7 [41 FR 13600] (wh i ch also 
in terpre ted ASR No . 190) t h e f o l l o w i n g 
w a s s ta ted regard ing l im i ted use as-
se ts : 
5. L im i ted Use A s s e t s 
Facts: 
M a n y assets m a y relate only to a o n e -
t i m e p ro jec t s u c h as a c o n s t r u c t i o n 
cont rac t fo r a con t rac to r or a research 
and d e v e l o p m e n t p ro jec t fo r a c o m -
pany in a h i g h - t e c h n o l o g y indus t ry . 
O t h e r asse ts m a y be so un ique tha t 
the i r rep lacemen t c o s t is no t re levant 
(e .g . , ar t o b j e c t s , h i g h l y s u c c e s s f u l 
m o t i o n p ic tures, etc.) 
Question: 
Is rep lacemen t c o s t data o n such as-
se ts required? 
Interpretive Response: 
There is no o n e a n s w e r that w i l l cove r 
all s i tua t ions ; each is d e p e n d e n t u p o n 
t h e c i r c u m s t a n c e s . For e x a m p l e , if a 
b u i l d i n g c o n t r a c t o r e n g a g e s in a 
n u m b e r o f s imi lar p ro jec ts and t rans-
fe rs p e r s o n n e l and e q u i p m e n t f r o m 
one pro ject t o t he next , r e p l a c e m e n t 
c o s t c o n c e p t s a p p e a r a p p r o p r i a t e . 
However , if e q u i p m e n t is a s s e m b l e d 
t o c o m p l e t e a s ingle pro jec t and it ap-
pears tha t m a n a g e m e n t w i l l d i spose o f 
1 T h e t e r m " r u l e " has b e e n replaced by 
t h e appropr ia te sec t i on n u m b e r o f t h e 
Code of Federal Regu la t ions . A c c o r d -
ingly , R u l e 3-17 is r e f e r r e d t o as 
§210.3-17. 
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t he e q u i p m e n t u p o n c o m p l e t i o n be-
cause it w i l l have no f u r t h e r use for it, 
t h e n using a h is tor ica l c o s t basis m a y 
be appropr ia te. Accord ing ly , indiv idual 
pro jects m u s t b e a s s e s s e d t o deter-
m i n e if t hey g ive r ise to a un ique, o n e -
t i m e opera t ing cyc le relat ive to t h e par-
t icular bus iness . His tor ica l c o s t m a y be 
appropr ia te o n l y w h e n ex i s t i ng p ro j -
ec ts w o u l d no t ord inar i ly be replaced 
w i t h o the r s imi lar p ro jec ts . 
To the e x t e n t tha t c o s t of sales in t he 
h i s t o r i c a l f i n a n c i a l s t a t e m e n t s i n -
c ludes cos ts o f indiv idual p ro jec ts o f a 
unique sor t w h i c h do no t require the 
a c q u i s i t i o n o f g o o d s a n d s e r v i c e s 
w h i c h are regular ly used in t he regis-
t ran t ' s p r o d u c t i o n p rocess , s u c h as is 
t h e case in m a n y research p ro jec ts , 
t h e h is tor ica l c o s t o f t h e s e p r o j e c t s 
s h o u l d be u s e d . If, h o w e v e r , s u c h 
pro jects require t h e use o f s tandard 
inputs acqui red dur ing the cou rse o f 
t h e p ro jec t , c u r r e n t i n p u t c o s t da ta 
shou ld be d e v e l o p e d e v e n if t h e pro j -
ec ts are un ique or unusual in nature. 
The value of spec i f ic asse ts w h i c h are 
h ighly u n i q u e in t h e i r e c o n o m i c a n d 
ope ra t i ona l c h a r a c t e r i s t i c s ( such as 
the examp les given) is f requen t l y unre-
lated to the i r r e p l a c e m e n t c o s t s . In 
s u c h ins tances, t h e s e asse ts m a y be 
repor ted at h istor ical cost . D isc losure 
o f t h e c u r r e n t va lue o f s u c h a s s e t s 
may be usefu l to inves to rs and is e n -
couraged, but it is no t requi red by th is 
rule. In any ins tance w h e r e histor ical 
c o s t data are g iven in l ieu o f replace-
m e n t cost , t he re s h o u l d be ful l d isc lo-
sure of the a m o u n t s and the reason 
rep lacement c o s t data are no t g iven . 
The f o l l o w i n g c h a n g e s are m a d e : 
T h e last s e n t e n c e o f t h e p a r a g r a p h 
under " F a c t s " is rep laced w i t h t he f o l -
l o w i n g : 
O ther asse ts , s u c h as art ob jec ts , 
m a y be so u n i q u e t h a t t h e i r re -
p l a c e m e n t cos t is no t relevant. 
The parenthet ica l s t a t e m e n t " ( such as 
the e x a m p l e s g i v e n ) " in t he f i rs t s e n -
t e n c e of t he last paragraph of " In ter -
pret ive R e s p o n s e " is de le ted . 
T h e f o l l o w i n g s u b - h e a d i n g is a d d e d 
af ter t he head ing " 5 . L i m i t e d Use A s -
s e t s " : 
a. General 
NEW INTERPRETATIONS 
TOPIC 6: INTERPRETATIONS O F A C -
C O U N T I N G SERIES RELEASES 
I. A C C O U N T I N G SERIES R E L E A S E 
N O . 190 — A m e n d m e n t s to Regula-
t i on S-X Requ i r ing D isc losure o f Cer-
tain R e p l a c e m e n t Cos t Data (§210.3-
17) 
1. Def in i t ions and C o n c e p t s 
b. Productive Capacity 
Question 8: 
The in terpre t ive r e s p o n s e to Q u e s t i o n 
5 above (see SAB 9) s ta tes tha t " . . . 
opera t ing leases are par t o f a l essor ' s 
p roduc t i ve capaci ty." W h a t is t h e de f i -
n i t ion o f an o p e r a t i n g lease? 
Interpretive Response: 
A n ope ra t i ng lease t o a lessor w o u l d 
be a non- f inanc ing lease to a lessee 
under §210.3-16(q). M o r e specif ical ly, 
an o p e r a t i n g lease is a lease w h i c h 
ne i ther (i) covers 75 p e r c e n t or m o r e o f 
t he e c o n o m i c life o f t h e p rope r t y nor 
(ii) has t e r m s w h i c h assure the lessor a 
ful l recovery o f t h e fair m a r k e t value o f 
t h e p r o p e r t y at t h e i n c e p t i o n o f t h e 
lease plus a reasonable re turn o n the 
use o f t h e asse ts i n v e s t e d sub jec t on ly 
to l imi ted risk in t h e real ization o f t h e 
res idual i n te res t in t h e p r o p e r t y and 
t h e c red i t r isks g e n e r a l l y a s s o c i a t e d 
w i t h secu red loans. 
c. Approaches to Replacement Cost 
Facts: 
A reg is t ran t is c u r r e n t l y c o n s i d e r i n g 
t h e t ypes o f m e a s u r e m e n t t e c h n i q u e s 
he m a y uti l ize fo r r e p l a c e m e n t cost . 
Question: 
W h a t are the genera l t y p e s o f m e a s -
u r e m e n t t e c h n i q u e s available? 
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Interpretive Response: 
Four t ypes o f r e p l a c e m e n t c o s t m e a s -
u remen t t e c h n i q u e s are m o s t gener-
ally appl icable: index ing , d i rect pr ic ing, 
unit pr ic ing, and func t iona l pr ic ing. 
I ndex ing p r o v i d e s a va l id m e a s u r e -
m e n t o f r e p l a c e m e n t c o s t p r o v i d e d 
the index is a d j u s t e d for techno log ica l 
change or if t h e asse t t y p e has no t had 
technolog ica l c h a n g e . Index ing shou ld 
be a p p l i e d t o h o m o g e n e o u s a s s e t 
g roups on a v in taged basis and shou ld 
not be appl ied t o u s e d asset pu rchases 
or asse ts acqu i red in bus iness c o m b i -
nat ions a c c o u n t e d fo r as purchases . 
D i r e c t p r i c i n g a p p l i e s t o a s s e t s o r 
groups o f asse ts w h e r e b y d i rect labor 
and m a t e r i a l p r i c e s are d e t e r m i n e d 
f r o m p u r c h a s e o r d e r s , i nvo ices , e n -
g ineer ing e s t i m a t e s , pr ice l ists, m a n -
u f a c t u r e r s ' q u o t e s , i n t e r n a l l y p u b -
l ished labor and mater ia l pr ices, and 
other d i rect pr ice sources . 
Unit pr ic ing is a s t ruc tu red var iat ion o f 
direct pr ic ing w h e r e b y a bui ld ing, in-
ven to ry lot, o r o t h e r t y p e o f asse t is d i -
rectly pr iced based upon labor, m a t e -
rial, and o v e r h e a d e s t i m a t e s , t h e n d i -
v i d e d i n to a un i t m e a s u r e (e .g . , re-
p l a c e m e n t c o s t p e r s q u a r e f o o t o f 
bui ld ing, r e p l a c e m e n t cos t per uni t o f 
inventory, etc.) . 
Funct ional pr ic ing is genera l ly used to 
d e t e r m i n e t h e r e p l a c e m e n t cos t fo r a 
p rocess ing f u n c t i o n rather than for a 
s p e c i f i c a s s e t o r a s s e t g r o u p . 
Funct ional pr ic ing can be appl ied to a 
h e t e r o g e n e o u s g r o u p o f a s s e t s . 
Funct ional pr ic ing o f t e n c o m b i n e s t h e 
techn iques o f index ing , d i rect pr ic ing, 
and uni t pr ic ing. It m e a s u r e s t h e c o s t 
o f p r o d u c t i v e capac i t y based o n t h e 
n u m b e r o f u n i t s w h i c h can be p r o -
duced w i t h i n a par t icu lar t i m e per iod . 
For e x a m p l e , a m e a t p a c k i n g p l a n t 
w i t h a r e p l a c e m e n t c o s t o f $ 5 , 0 0 0 , 0 0 0 
has the capaci ty t o p rocess 5 0 0 head 
of catt le per day, resul t ing in t he func-
tional r e p l a c e m e n t c o s t o f $10,000 per 
head of cat t le per day. Funct ional pr ic-
ing m a y i n v o l v e t h e u s a g e o f 
in format ion s u c h as : 
• Engineer ing s tud ies 
• Recent ly bui l t p rocess ing faci l i t ies 
• Des ign spec i f i ca t ions for p rocess ing 
p lants 
• Ma jo r e q u i p m e n t suppl iers 
• M a n u f a c t u r e r s ' q u o t e s 
• In te rna l e s t i m a t e s f o r i ns ta l l a t i on 
a n d / o r mod i f i ca t ions 
• Trade assoc ia t ion s tud ies 
Funct ional pr ic ing takes into cons ider-
a t i o n a n d a d j u s t s f o r t e c h n o l o g i c a l 
change , but o n e major cons idera t ion is 
addi t ional a d j u s t m e n t s for e c o n o m i e s 
o f scale. 
W h i l e t h e s e are t h e m o s t c o m m o n ap-
p roaches , o t h e r t e c h n i q u e s m a y be 
appropr ia te under var ious fac tua l cir-
c u m s t a n c e s . 
e. Cost Savings 
Facts: 
In replacing its p roduc t i ve capacity, a 
c o m p a n y an t ic ipa tes acqui r ing equ ip -
m e n t w h i c h w o u l d p e r m i t substant ia l 
opera t ing cos t sav ings as a resul t o f 
i m p r o v e m e n t s in t e c h n o l o g y ove r tha t 
o f its p resen t e q u i p m e n t . 
Question 1: 
In p resen t ing r e p l a c e m e n t c o s t data, 
shou ld r e p l a c e m e n t cos t o f sales and 
t h e r e p l a c e m e n t c o s t o f year e n d in -
ven to r ies inc lude expl ic i t p rov is ion fo r 
e c o n o m i e s w h i c h t h e c o m p a n y e x -
p e c t s f r o m i n c r e a s e d e f f i c i e n c y o f 
n e w produc t i ve capac i ty? 
Interpretive Response: 
In general , t he s taf f bel ieves that pros-
pec t i ve c o s t sav ings f r o m n e w p ro -
duct ive capaci ty shou ld only be c o n -
sidered in calculating rep lacement cost 
data relative to inventory and cos t o f 
sales w h e n t h e sav ings are reasonably 
assured a n d quant i f iab le w i t h i n rea-
sonable l imi ts. In such cases, w h e r e 
cost savings are expl ic i t ly cons idered , 
§210.3-17(e) requires disclosure o f the 
a m o u n t and e l e m e n t s o f t he c o s t sav-
ings used in the calculat ion. 
A n a l ternat ive approach to d isc losure 
o f such cos t sav ings w o u l d be t o no t 
ref lect s u c h sav ings d i rect ly in t h e re-
p l a c e m e n t cos t o f sales number , bu t t o 
d i s c l o s e s u p p l e m e n t a l l y t h e n a t u r e 
and m a g n i t u d e o f such sav ings. W h e n 
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c o s t sav ings are n o t reasonab ly as-
sured and quant i f iab le , reg is t rants are 
e n c o u r a g e d t o d isc lose t h e genera l na-
tu re and m a g n i t u d e of sav ings in such 
fash ion as t h e y be l ieve w i l l be m o s t 
mean ing fu l t o inves to rs . 
Question 2: 
In ca lcu la t ing r e p l a c e m e n t c o s t dep re -
c ia t ion , s h o u l d any c o n s i d e r a t i o n be 
g iven to opera t ing c o s t sav ings f r o m 
n e w e q u i p m e n t ? 
Interpretive Response: 
Sec t ion 210.3-17(d) d o e s no t p e r m i t 
t h e r e c o g n i t i o n o f t h e o p e r a t i n g 
e c o n o m i e s o f n e w e q u i p m e n t in t he 
c a l c u l a t i o n o f d e p r e c i a t i o n o n a re-
p l a c e m e n t cos t basis. It w o u l d the re -
fore no t be appropr ia te , fo r examp le , 
t o reduce r e p l a c e m e n t c o s t deprec ia -
t i on by an a m o u n t r e p r e s e n t i n g ex-
p e c t e d labor cos t sav ings w h i c h w o u l d 
result f r o m the r e p l a c e m e n t o f p roduc-
t ive capacity. 
5. L im i ted Use A s s e t s 
b. Motion Picture Films 
Facts: 
Each m o t i o n p ic ture f i lm is a un ique ar-
t i s t i c p r o d u c t i o n . T h e r e p l a c e m e n t 
cos t o f one f i lm bears l i t t le or no rela-
t i o n s h i p to t h e r e p l a c e m e n t c o s t o f 
another. In add i t ion , the re is no pre-
dictable re lat ionship b e t w e e n incurred 
cos t and u l t imate revenues . 
Question: 
Based upon t h e above , m a y replace-
m e n t cos t data re la ted to m o t i o n pic-
tu re f i lm be exc luded? 
Interpretive Response: 
Yes. H o w e v e r , t h e s ta f f e n c o u r a g e s 
regis t rants to s e e k m e a n s o t h e r than 
rep lacemen t c o s t t o c o n v e y t h e cur-
rent e c o n o m i c s o f t h e p roduc t i on o f 
m o t i o n p ic ture f i lms . In add i t ion , es t i -
m a t e s o f t he c u r r e n t value o f a f i lm in-
v e n t o r y m a y be usefu l i n fo rma t ion for 
investors . 
6. R e p l a c e m e n t C o s t o f P r o d u c t i v e 
Capaci ty 
b. Fully Depreciated Assets 
Question 3: 
Is it acceptab le to o m i t r e p l a c e m e n t 
cos t d isc losures fo r fu l ly deprec ia ted 
asse ts w h i c h are sti l l in use bu t w h i c h 
have been w r i t t e n o f f t h e books , pro-
v ided tha t asse ts so exc luded are not 
s igni f icant (e.g., less than 5 % of g ross 
property, p lant and e q u i p m e n t ) ? 
Interpretive Response: 
Yes. 
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